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MONETARY BUSINESS CYCLE THEORY IN 
GERMANY 


I. GENERAL CONSIDERATIONS 


I. INTRODUCTORY 


DOLPH LOEWE, in 1924, commented upon the poverty 
A of the German literature on business cycles, attribut- 
ing it mainly to the diversion of interest to other, more 
pressing economic problems.’ But he continued: “If all signs 
are not misleading, a change is forthcoming in our discipline in 
Germany. The growing interest in the problem, which manifests 
itself in the business sections of the newspapers, in the increasing 
number of so-called trade barometers in scientific periodicals, in 
the plans for establishing a German Institute for the study of 
conjunctures, cannot remain without influence on the science” 
(p. 333)- 

Loewe’s anticipations have been realized. The Institute for 
the Study of Conjunctures was established in 1926 and since 
then has issued a number of regular bulletins and special studies 
which show a broad and thorough approach based on efficient 
utilization of past experience of similar foreign institutions. 
The attention paid to the study of business conditions both by 
commercial and scientific periodicals has grown, and there have 
appeared a number of special monographs on business-cycle 
theory. 

*“Der Gegenwartige Stand der Konjunkturforschung in Deutschland,” Fest- 
gabe fiir Lujo Brentano, II (1925), 329-77. 
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2. PURPOSE AND SCOPE OF BUSINESS-CYCLE THEORY 


The problem of business cycles has been pressed upon 
economic theory by reality. True, none of the problems in eco- 
nomic theory but was suggested by some significant occurrences 
in actual life. Nevertheless, some problems, i.e., some factors, 
were taken into account when the theoretical system was in 
process of evolving. But the business-cycle problem did not at- 
tract much attention until the conspicuous early crises gave 
place to less exceptional and less spectacular fluctuations of a 
more pervasive and persistent character. 

Its late appearance accounts for a treatment of the whole 
business-cycle problem as a deviation from the theoretical sys- 
tem. Here was a fact of pressing reality, and one that did not 
fit within the system of economics as it has evolved. The natural 
policy for the economic student was to present the theoretical 
system as it developed through a long process of elaboration and 
application, and then ask himself: Now, with this system pre- 
senting the essential factors and relations, what may be the 
cause of these fluctuations which experience shows? What is the 
essential factor which we have omitted from consideration thus 
far and which may account for the appearance of these fluctua- 
tions? The reality which is reflected in the theoretical system 
is taken for granted, and this system provides the background 
for the business-cycle phenomenon. 

Such an approach tends to disappear as soon as the prob- 
lem is treated in all the many-sidedness of its actual appearance. 
The development of inductive studies in recent economics, espe- 
cially as carried on in the United States, favored a different ap- 
proach. But in present-day Germany the continuity of the 
theoretical argument, combined with the recent character of 
inductive technique in the study of business fluctuations, has 
helped to preserve the traditional one-sided intellectual policy. 
In the monographs to be discussed here this type of treatment is 
present, explicitly or implicitly. Let us quote some of the ex- 
plicit statements. 
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Thus Stucken writes: 


. . . . The dynamic equilibrium is taken as the starting point for two 
reasons. Firstly, at any moment it may be derived from the static state, it 
is thus relatively familiar to us in comparison with the fluctuations in eco- 
nomic life. If we succeed in showing how it is that business fluctuations 
develop in the unfolding of the dynamic equilibrium, we satisfy adequately 
the need for explanation of the essential points. Secondly, the assumption 
allows us to study most clearly changes in the price system which are oc- 
casioned by a change in the size of one of the factors, for without the in- 
fluence of this change the prices would remain at their old level.* 


No less emphatic on the same question of the starting- 
point, purpose, and scope of business-cycle theory is Hayek: 


We can arrive at a satisfactory explanation of complex phenomena 
only if we first assume that the elementary economic interrelations, as 
shown in the equilibrium system of pure economics retain their full strength, 
and then introduce successively, consciously and explicitly the elements 
whose influence it is that breaks down these rigid interrelations. All the 
phenomena which are first made possible through this breakdown should 
then by the rules of theoretical attribution be explained as consequences of 
that specific element whose addition to the elementary assumptions made 
possible the inclusion of the phenomena within the bounds of general the- 
ory. The frequent practice of substituting for such a theoretical derivation 
an assertion of a far-going elasticity of the economic system has devastating 
influence on theory. For any possibility of an exact deduction is completely 
surrendered and the solution of the problem is made questionable.* 

Budge, who presents his explanation of business cycles as 
the last chapter of a book on theory, asks the same question: 
How is it possible, with price functioning according to the law 
of supply and demand, for such a phenomenon as business 
cycles to develop? 

Under conditions of free competition, as we know, the market is on 
one hand dependent upon supply and demand, and on the other, influences 
supply and demand until the equilibrium state is attained. It is not to be 
seen how there could develop a disproportionality in the production of 
goods, which could draw in the whole economic system. 


We thus come to the conclusion that such a disproportion can arise 
only when, at some decisive point, the price structure does not base itself 


* R. Stucken, Theorie der Konjunkturschwankungen (Jena, 1926), pp. 50-51. 
*F. A. Havek, Geldtheorie und Konjunkturtheorie (Vienna, 1929), pp. 48-49. 
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upon the play of only free competition, so that some arbitrary influences 
become possible.‘ 

These quotations amply show that most German writers, in 
common with a number of theoretical economists of other coun- 
tries, see in business-cycle theory only the elucidation of a single 
important factor (or of a group of factors) which accounts for 
cyclical fluctuations as deviations of the complex reality from the 
simplified reality of their theoretical system.’ Such an attitude 
results in the existence of certain peculiar features in their the- 
ories. 

If business cycles are a result of some complication added 
to the structure of the economic system as presented in general 
theory, they are explained if one factor is pointed out which 
makes these fluctuations possible. There may be a discussion as 
to whether the factor is great enough to account for so big a 
phenomenon as business cycles. But once it is shown how the 
introduction of this factor makes cycles possible, the barest out- 
line of the other accompanying processes provides a satisfactory 
theory of cyclical fluctuations. There is no attempt at an ex- 
haustive treatment, no attempt to utilize the available induc- 
tive data and to present the phenomenon in all the numerous 
facets of its actual occurrence. 

This serves to explain the continued insistence of some 
business-cycle theorists on an explanation by a single factor. 
While a demand for such a causal interpretation is to a large ex- 
tent a survival of the old type of causal methodology, it is strength- 
ened by the conception of the fluctuations as of deviations from a 
conceived system. It would be a considerable detriment to the 
whole theoretical system if one were to point out that the varia- 
bility of its interrelations is due to a considerable number of fac- 
tors. Hayek suggested in the foregoing quotation that such an 
assumption would have a deleterious effect on economic theory. 
Moreover, the drawing in of a number of factors would involve 


*S. Budge, Grundziige der Theoretischen Nationalékonomie (Jena, 1925), 
pp. 212-13. 

*A revealing analysis of this methodological peculiarity of business-cycle 
theories may be found in a brilliant article by A. Loewe, “Wie ist Konjunktur- 
theorie iiberhaupt méglich,” Weltwirtschaftlichesarchiv, October, 1926, pp. 165-97- 
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the difficult task of inductive measurement needed to establish 
the degree to which each of the several factors participate in the 
total phenomenon known as business fluctuations. Thus, the 
theoretical approach and the difficulties of treatment combine to’ 
make for one-factor hypotheses. 

The same approach leads also to a second peculiar thesis— 
what the German economic writers define as the supremacy of 
business-cycle theory over business-cycle study. The thesis in 
question asserts that the inductive, statistical study of cyclical 
fluctuations cannot by itself enrich our theoretical knowledge 
of essential interconnections. Business-cycle theory is the basis 
of any inductive investigations of fluctuations, but can never 
be the goal of it. Inductive investigations can provide only data 
for the application of propositions formulated by theory. Even 
the verification service of inductively gathered data is limited.° 

One is inclined to think that such an unduly simplified and 
one-sided attitude toward the relationship between inductive 
study and theoretical reasoning is a direct outcome of the con- 
ception of business cycles as of deviations from essentials de- 
scribed in a general system of economics. For if the purpose of 
the hypotheses is only to supply a deficiency in the static theory 
of economics, of course inductive study must be of subordinate 
significance; because the factors dealt with in economic theory 
are scarcely susceptible of inductive treatment. If one declares, 
for example, that the source of cyclical fluctuations is in some 
peculiarity which is obvious to the naked eye and has no meas- 
urable quantitative variations, of what significance can induc- 
tive study be to such an argument? The factors which are 
declared causes of cyclical fluctuations are likely to be clearly ob- 
servable, and the evaluation of them is made mainly in terms 
of their working out within the interrelations and conditions of 
the static system. Such a conception of the effects of one fac- 
tor is not subject to inductive treatment. An inductive study 
would probably show that the complexity of reality is not ex- 
hausted by tracing the influences of this one factor, or even of 
groups of factors. But the reproach of incompleteness is usually 


* See especially Hayek’s discussion, of. cit., pp. 1-12. 





130 SIMON KUZNETS 


met by reference to the essential character of the “cause” as 
compared with the other factors. 

Knowledge of these features of business-cycle theory in 
Germany (prevalent also in other countries) is essential to an 
intelligent survey of the literature. For it helps to explain ex- 
aggerations of emphasis and a thinness of treatment which 
would otherwise discredit these intellectual attempts. 

Are these theories, by-products of such a peculiar approach, 
of value to an investigator who is interested in a realistic treat- 
ment of the problem? My answer is yes, because the writers 
have looked at reality with the purpose of finding essential fac- 
tors to whose influence they could attribute the cyclical fluctua- 
tions. The premises of these discussions, provided by the gen- 
eral static theory, are meant to be a generalization of current 
economic life. At a distance from close observation of immediate 
reality, the investigators were free to choose factors that may 
be omitted in an inductive approach, either for lack of data or 
for lack of insight. Thus, the theories are valuable as summary 
statements in regard to certain factors in reality, emphasized in 
advance of inductive study as probable sources of cyclical fluc- 
tuations. It is as a list of such suggestions that these theories 
are presented here. 

I shall confine the presentation to the monetary theories, 
since this group represents the largest number of realistic vari- 
ants. The other current hypotheses, which may be classified as 
underconsumption theories, are usually connected with a defi- 
nite socialistic theory of surplus value and reserve army of la- 
bor, and present considerably less interest to the inductive 
student. 


3. GENERAL .CHARACTERISTICS OF MONETARY THEORIES 


Monetary theories see the source of business fluctuations in 
certain peculiarities of economic behavior brought about by the 
money or banking mechanism. These peculiarities must not be 
traceable to any factor outside of the money-credit mechanisms 
themselves. That means money and credit are not mere chan- 
nels through which some peculiar traits of economic activity 
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manifest themselves (as in Schumpeter’s theory, for example) 
but are in themselves the source of the actions which initiate 
cyclical fluctuations. While these specific actions suffice to ex- 
plain cyclical swings, they are not conceived to be the only factors 
that go to make up these fluctuations. 

Monetary explanations form one of the most persistent 
types of business-cycle theory, waxing and waning in promi- 
nence, but never disappearing. The present period in Germany 
and elsewhere, probably owing to the vivid monetary experi- 
ence during the war and post-war years, is one of revival and 
boom for this particular group. But apart from this obvious 
connection with recent monetary experience, there is a general 
basis for currency theories of business cycles, which makes them 
especially plausible, and which accounts for their constant re- 
appearance in some of their many variant forms. 

In dealing with money and credit we are dealing with a 
commodity which, with rare exceptions, is of uniform quality 
and of universal use. Any disturbance in the supply of, and de- 
mand for, money is a disturbance general in character, while a 
disturbance in the supply of, and demand for, any other com- 
modity is limited in scope. This difference is important if one 
holds to the approach described in the foregoing. For the equi- 
librium system can be expected to manifest pervasive and re- 
peated fluctuations only if it be shown that the disturbance 
arises in a general, basic factor, rather than in any factor of 
limited significance. 

Moreover, money is produced by a limited and regulated 
community of economic agents, i.e., by the government and 
especially by the banks. It is therefore easy to distinguish in the 
economic activity of the money producers some peculiar traits, 
whose ultimate consequences would be far-reaching fluctuations 
of the cyclical type. Any such explanation would also lead al- 
most immediately to a definite policy, for if the source of cycli- 
cal fluctuations is localized in the behavior of a controllable 
body of economic institutions, the remedy seems near at hand. 
It is easy to see that the all-pervasive importance of money, and 
the conspicuousness of the small community of its creators, 
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whose erroneous activity is subject to correction by public regu- 
lation, have combined, not only to make monetary business- 
cycle theory a most persistent type of intellectual attack, but 
also to endow it with restrictive tendencies which will come out 
in the discussion following. 


II, THE CURRENT VARIANTS 
A. VELOCITY OF CIRCULATION 


1. Stucken’s theory.—Stucken’s theory is not an explanation 
of business cycles by a single factor, and there are some doubts 
as to whether it should be classified as a monetary hypothesis. 
The original element in it, however, refers to certain peculiarities 
of the circulation of currency. 

Stucken’ indicates first of all the technical factors important 
for the development of business cycles: (1) the law of propor- 
tionality of returns, applicable to industry as well as agriculture, 
if we consider the capital equipment in industry as fixed; (2) 
the duration of the processes of production, counting the period 
from the time the enterpriser may decide upon an increase of 
production to the time the finished commodity is ready for the 
market. 

Given these two technical factors, we can understand the 
main departure of Stucken: if the volume of the circulating 
mediums expands, production does not increase proportionately. 
The factors determining the increase in production are substan- 
tially different from the factors that make for an increase of the 
amount of money. 

In case the production of money alone increases, prices rise. 
This rise of prices increases the velocity of circulation of 
money: 

When the economic agents realize that the price rise has been contin- 
ued for some time, this realisation influences the tempo at which the use of 
purchasing media proceeds. The intervals must become shorter, in order to 
escape as far as possible the anticipated rise of prices. Through this speed- 
ing up of the use of means of purchase . . . . there comes an increase in 
the volume of purchasing media used by buyers within any unit of time—a 
development which accelerates the price increase. 


* Theorie der Konjunkturschwankungen (1926), pp. 32-41. 
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Changes in the velocity of circulation become thus an added 
factor, always to be considered besides the mere change in the 
volume of circulating mediums. According to Stucken, the effect 
of these changes in velocity is to exaggerate the influences of the 
change in monetary volume, in so far as the latter are not coun- 
terbalanced by corresponding changes in the volume of produc- 
tion. 

There is, however, another crucial point in which the ve- 
locity of circulation is of importance. That is when rising prices 
stop rising, or when declining prices cease falling. 

The absolute decline of purchasing power used per unit of time results 
not only upon a shift from stable to falling prices, but also upon a shift from 
rising to stable prices For, in the latter case the velocity of circula- 
tion declines. This decline in velocity may more than overbalance the other- 
wise gradual increase in the volume of purchasing media 
case there may occur a decline in the volume of purchasing media used per 
unit of time, even if the decline of interest or of wages does not take place 
or is not expected . . . . [p. 49]. 


But if this decline in the velocity of circulation is not caused 
by any expectation of decline of prices, by what is it caused? 


The cessation of an increase in the volume of purchasing media per 
unit of time is followed by a decline in the volume of purchasing media per 
unit of time because savings, which are being withdrawn currently from 
immediate consumption, do not find any application With the cessa- 
tion of the increase of means of purchase, we have also the disappearance of 
the situation which has heretofore provoked an increase in the volume of 
production. Each increase of production involves the consequence: a part 
of the finished commodities cannot be sold as long as prices stay the same 


[pp. 51, 53]. 

Stucken’s schematic theory of business cycles is thus a com- 
bination of monetary and of production elements. To maintain 
steady expansion the flow of purchasing power and of produc- 
tion must increase in the same ratio. They do not do so because 
of the technical factors conditioning production and the ab- 
sence of similar factors conditioning the supply of currency. 
Given such a discrepancy, prices rise or decline. The change in 
price caused by changes in the total volume of purchasing power 
is accelerated by corresponding changes in the velocity of circu- 
lation, induced by the rise or decline in prices. With the devel- 
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opment of a price rise or a price decline, the mere cessation of 
the movement is likely to produce changes in velocity which will 
make for a reversal of the former movement. If prices have 
been increasing and then become stable, the velocity of circula- 
tion declines, since further expansion of production is possible 
only at increased prices. If prices have been declining and then 
become stable, the velocity of circulation of money will in- 
crease; for, when there is idle industrial equipment, expansion 
of production is possible without any rise of prices. In both the 
latter cases the cost possibilities of the expansion of production 
influence velocity of circulation by determining whether there 
are any investment possibilities for the currently accumulating 
savings, or whether they will lie idly in the banks. Moreover, 
the cessation of a rise or of a decline in the volume of production 
affects the use of money by wage and salary-earners for durable 
consumers’ goods, and thus affects velocity of circulation. 

This is not a complete presentation of Stucken’s theory. In 
his description he utilizes many other factors, such as movement 
of wages, purchasing power of money, foreign credits and trade, 
etc.* But we are interested only in that phase of his theory 
which happens to be monetary in character, viz., the velocity of 
circulation of money. 

Stucken considers two possible causes of a change in the 
velocity of circulation: (1) the expectation of a rise or decline 
in prices, based upon the immediately preceding movement of 
prices; (2) the investment possibilities for savings, or incen- 
tives for investment in durable consumers’ goods. In evaluating 
the factor of velocity, it is useful to distinguish changes due to 
these two causes. For in one we have a purely monetary phe- 
nomenon, while in the other we have a reflection of conditions 
in the productive system at large. 

2. Bortkiewicz’s analysis —Velocity of circulation may be 
best defined in the present discussion as the ratio of money out- 
flow to monetary stock. If prices rise, it seems plausible that the 

*See a good summary in an article by F. Burchardt, “Entwickelungsge- 
schichte der monetéren Konjunkturtheorie,” Weltwirtschaftlichesarchiv, July, 
1928, Pp. 77-143. 
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velocity of circulation will increase, because people try to get rid 
of their money as quickly as possible and tend to keep smaller 
stocks on hand. This statement at first seems plausible. But if 
we take a certain period of time, the stock of money reserves for 
future use will be smaller, and the outflow of money will also be 
smaller, in the latter part of the period. On the other hand, the 
recipients of the quickly spent money may hold it until they can 
return it again to the spenders. If we thus take the full period of 
time through which the present and the future money (i.e., the 
whole stock of money available for the period) is to be used, the 
velocity of circulation for the economic system as a whole is not 
likely to be affected by changes in the promptness with which 
people spend. 

This contention is the gist of a penetrating paper by L. 
Bortkiewicz, delivered at the congress of the Verein fiir Sozial- 
politik in 1925.° Suppose, says Bortkiewicz, that a worker gets 
a wage of $600 for a quarter of the year, and that he spends it 
on commodities that are produced by the employer. If he spends 
it in equal instalments through the quarter, he spends $200 a 
month, and has the following stock of money at his disposal: 
end of first month, $400; second, $200; third, zero. The aver- 
age velocity of circulation for the quarter is then for him $600 
divided by the average stock of money—$200, which is 3. Now, 
his employer has the following stock of money: $200 at the end 
of the first month; $400 at the end of the second month; $600 at 
the end of the last month. But through that time he pays out 
$600. His average stock is $400. The ratio for him is then 1.5."° 

Now change the speed with which the worker spends his 
money. Suppose that he spends all the money during the first 
two months. He has then: at the end of the first month, $300; 
at the end of the second, zero; at the end of the third, zero. His 
average stocks during the quarter are $100, and his velocity 
jumps to 6. So far this justifies Stucken’s contention. But what 
happened to the velocity of circulation of the employer’s money? 


* See Schriften, CLXX, 256-74. 


* I am not using the exact figures given by Bortkiewicz, but the gist of the ex- 
ample is the same. 
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He now has, at the end of the first month, $300;-at the end of 
the second, $600; at the end of the third, $600. His average 
stock now is $500, and the velocity declines to 1.2. 

But observe the change in the velocity of circulation in the 
system as a whole: during the first period, there were average 
stocks of money in the hands of the workers, $200; in the hands 
of the employers, $400; together, $600. The velocity was then 
1,200 divided by 600, or 2. During the second period the aver- 
age stocks of the worker were 100, of the employer 500. To- 
gether the average stocks were 600, and therefore the velocity 
for the system as a whole remained 2. Thus, in spite of the 
fact that the workers spend their money with greater speed, the 
velocity of circulation for the national system as a whole remained 
the same, because with the increased velocity of money for the 
workers there came a diminished velocity for the employers. 

3. Conditions of a change in general velocity of circulation. 
—The first round: This discussion indicates that changes in ve- 
locity of circulation as a factor determining changes in prices 
(alongside the volume of currency) are conditioned by two qual- 
ifications: (1) It must be inquired whether the greater prompt- 
ness in spending money is general, i.e., whether the promptness 
of spending in one part of 1e system is not counterbalanced by 
larger stocks of money in the other part of the system. It is ob- 
vious that on this depends the generality of the change in prices. 
(2) It must be indicated whether during the period of time for 
which velocity is computed, the faster spending during the early 
part of the period is not followed by a slower rate of outflow later 
on. This is obviously of importance to the persistence of price 
rise. Let us discuss these two qualifications in greater detail. 

If at a certain point in the economic system there occurs an 
increase in the outflow of money, with smaller (or the same) 
stocks of money kept, then there are three possible modes of 
disposition of this money by the recipients: (1) The sellers of 
the commodities who received the larger amount of money, 
keep part of it, not passing on further the net increase. (2) 
They pass their current receipts on farther, i.e., offer them in 
exchange for other commodities. (3) They not only do that, 
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but, sharing the view that prices are going to rise, withdraw 
some of their own funds of money and pass them on together 
with the larger amount received for their own goods. In the 
first case, the general velocity of circulation (and general prices ) 
will remain the same as before. In the second, the velocity of 
circulation will be raised but a little, because the addition to the 
amount of money in active circulation and the diminution in the 
amount of idle monetary stocks has been confined to but a part 
of the economic system. In the third case, the rise in velocity 
and in prices will be quite appreciable. 

Velocity of circulation is, however, a characteristic which 
applies, not to a given moment of time, but to a certain period 
of time. The question arises: What happens after this initial, 
unusually large outflow of purchasing power? Here we en- 
counter Bortkiewicz’s point concerning the persistence of a 
change in the ratio of monetary outflow to monetary stocks. 

Suppose that after the first round of transactions in which 
the increased outflow of money has worked itself out by raising 
prices, the final recipients of money may still expect that prices 
will continue to rise. They will then be tempted to spend again 
a larger amount of their money holdings for present goods. If we 
suppose that in the first round the transactions have completed 
their circuit, then all the spenders of money who originated the 
larger outflow of purchasing mediums have received back the 
increased amount of money which they spent. Three cases are 
then possible: (1) Upon receiving back their increased ex- 
penditures, these individuals will not be ready to spend as much 
again. Then the prices which have risen will tend to recede. 
(2) The individuals will be ready to spend again the full amount 
of their increased expenditures. Prices once increased will re- 
main on their high level. (3) The individuals will be ready to 
spend, not only the amount which has come back to them, but 
more, by drawing further upon their stocks of money. This will 
result in a further increase of prices. 

This reasoning seems obvious at first. But it should be noted 
that in the process we have introduced an additional assump- 
tion: viz., that the flow of money back to the original spenders 
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becomes faster than before to such an extent that the depletion 
of monetary stocks does not have time to exercise its lowering 
influence on prices. If some “future” money is spent in the cur- 
rent present, we can avoid trouble only under two suppositions: 
(1) that stocks of money can be lowered for some time without 
causing a decline in demand, i.e., that there are permanently 
idle moneys in the economic system; (2) that the money re- 
turns to the original spenders within a period shorter than the 
ordinary, so that the time span which was to be subsidized out 
of monetary stocks becomes shorter. It is clear that if neither 
of these assumptions is true, there will be a shortage of means 
of purchasing power toward the end of the period, caused by 
the larger outflow of money at the beginning. 

This change in either rapidity of the back flow of money 
or the amount of idle monetary stocks should be sufficient, not 
only to replenish the amount withdrawn at the beginning of the 
period, but also to increase the remainder to an extent sufficient 
to finance the rise of prices which has already occurred. For, 
if a certain stock of money, which was earmarked for the pur- 
chase of a certain number of commodities within a given period, 
has been spent rapidly at the start of this period, with a conse- 
quent rise in prices, then in order that the individuals should be 
able to buy at the end of the period the same amount of com- 
modities that they planned to buy, they should not only make 
up the withdrawal of funds from future to the present use, but 
should augment their funds toward the end of the period in ac- 
cordance with the rise of prices that has already taken place. 

The return flow: That the money will flow back within a 
shorter time span seems at first an obvious deduction from the 
general character of the speeding up in the outflow of money. 
If everyone spends money faster, then everybody gets the 
money back faster. This proposition becomes less obvious when 
we realize that money has to come back to the original spenders, 
to the full amount which was originally spent. But such a bal- 
ance of original outgo and of the back flow is highly improb- 
able, since the faster back flow is dependent on an increase in 
the velocity of circulation of commodities. This connection be- 
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tween the circuit flow of money and the circuit flow of goods, 
usually omitted from consideration, accounts for the fact that 
a general rise in the outflow of money does not eo ipso mean a 
faster inflow of money into the old channels. 

Quicker back flow of money is possible only if either the 
exchange transactions become more numerous or if goods are 
produced at a greater rate. For example, if a producer has spent 
his money more quickly than before, and bought a number of 
commodities, he can expect a quicker return of the money than 
usual only if he sells the commodities within a shorter time than 
before. This may be done in either of the two ways mentioned: 
(1) He may resell the same commodities without changing 
them, and in such a case the commodity will go through a 
larger number of transactions. This is, however, improbable 
since he needed the commodities at the time he bought them. 
(2) He may speed up the production process for which he buys 
the commodities and thus sell the finished product within a 
shorter period (after the purchase of raw materials) than usual. 

Thus a general rise in the rate of outflow of money results 
in a generally faster return of the money flow to the sources 
from which it was spent only if the economic agents are able to 
accelerate their resale of the commodities which they acquired. 
To such an acceleration of the circulation of commodities there 
are definite limits which we can list here briefly: (1) Neither 
of the two mentioned ways of increasing the velocity of circula- 
tion of commodities is available to that large part of the eco- 
nomic system which retains no right to the produced commod- 
ity, but receives periodically only a certain, slowly changing 
volume of money, i.e., to wage- and salary-earners. (2) The 
shortening of the period of production, while quite feasible at 
certain stages of the cycle, has definite limits beyond which it 
cannot go under the conditions of the same fixed capital. And 
any addition to fixed capital takes time, so that the circulation 
of commodities and consequently circulation of money is re- 
tarded. (3) The increase in the number of transactions through 
which a commodity passes assumes a speculative type of activ- 
ity on the part of at least the sellers. It is only if the commodi- 











140 SIMON KUZNETS 


ties were purchased at first (with an increased amount of money ) 
for “a rise” that there will be a tendency to sell them again, 
without utilizing them. Such speculative activity is quite feas- 
ible in the higher branches of the distributive trades, although 
it is limited there by the technical conditions of the transfer 
of commodities. It is most feasible in such purely speculative 
markets as the stock market or the produce exchanges. 

Since the back flow of money is thus conditioned by the flow 
of goods, all the numerous technical and social differences 
among the commodity flow processes in the various branches of 
economic activity come into play. As a consequence, a number 
of these branches cannot maintain, by means of a faster back 
flow, an increase in the outflow of their expenses which has al- 
ready occurred. In these branches a new supply of money is 
needed, in order that the increased velocity be kept up or fur- 
ther increased. In other branches the return flow of money will 
be not only as large as the former large outflow, but will be still 
larger. 

We see thus that aside from a further supply of money, i.e., 
a transfer of either actual or potential money from “resting” 
stocks into active circulation, a higher velocity of circulation 
of money can be kept up only by a higher velocity of circulation 
of commodities. But if such is the case, what about the influ- 
ence of a higher velocity of circulation of money on prices? Do 
we not have here a proportionately equal increase on both sides 
of the exchange equation, so that prices will not rise, despite 
the increased velocity of circulation of money? 

This is undeniably so. As long as there is no change in the 
amount of money in active circulation, the faster back flow of 
money which is made possible by a faster flow of goods will not 
raise prices, but only tend to keep them at the once established 
level. And if in actual experience rising prices and an increased 
velocity of circulation usually go together, it is owing not to the 
increased velocity of circulation by itself, but to the fact that 
such increase takes place through an increase in the volume of 
money in active circulation. 

What usually happens is an interaction in time. First, prices 
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increase as a result of the initial faster outflow of money. Then, 
under the pressure of higher prices the economic agents try to 
raise the circulation of commodities, i.e., either to produce 
goods faster or to turn them over at shorter intervals. This is 
possible only at increased costs, unless we assume conditions of 
idle capital equipment and large supply of labor, an assumption 
which implies the taking of a certain cyclical phase for granted. 
Likewise, the increase in the number of hands through which a 
commodity passes (a result of faster selling and buying) helps 
to drive the price up, if this trading is done, as it is supposed to 
be done, under the pressure of an expected price increase. As a 
result, in order to keep up the old volume of commodity buy- 
ing, selling, and producing and to expand it in accordance with 
the pressing incentive of rising prices, the economic agents are 
forced continually to use, not only the augmented amount that 
may flow to them in the form of a back flow, but also additional 
stocks of money. Where they get them is another question. But 
through this whole process of increased velocity of circulation 
of money, increased velocity of goods, another increase in the 
velocity of money, the price-raising factor is not that change 
in velocity of money circulation which is achieved through a 
rise in the velocity of commodities, but the one which is achieved 
through the infusion of additional stocks of money into active 
circulation. 

On the contrary, a rise in the velocity of circulation of com- 
modities serves as a check upon an inordinate rise of prices that 
would have occurred otherwise. One has to look at the actual 
experience of some of the phases of acute cyclical fluctuations 
in order to see how any threat of a sharp retardation in the ve- 
locity of circulation of commodities, such as may result from a 
railroad tie-up or an overburdened industrial system, has a cata- 
strophic effect on prices; how prices then rise to the full extent 
which is allowed by a sudden general concentration of means of 
purchase upon a reduced or constant flow of goods. 

We see then that, as a factor accounting for a rise or decline 
of prices, change in the velocity of circulation of money can be 
accepted only as a result of change in the disposition of mone- 
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tary stocks. We have to assume that there are idle stocks of 
money, which would not otherwise have entered the channels 
of circulation for some time, and that these stocks of money are 
drawn upon continuously to augment the amount of money in 
active circulation. 

The stocks of money: How important are such stocks? Ac- 
cording to Burchardt,"’ they cannot be of any importance: 

If we divide the total stocks of money at any given time into the “‘pro- 
duction fund,” which during the income period diminishes from the full 
amount of income to zero, and the “cash reserves” which are kept by indi- 
viduals in addition, we can dismiss the “cash reserves” completely. For 
currently formed savings are used immediately for the expansion of the 
economic system and therefore currently reappear as income. As to the 
“production fund” as cause of an accelerated velocity of circulation, in 
normal business-cycle periods there are no changes in the socially fixed 
periods of paying out income, periods which determine the intervals at 
which money is being spent. It is true that purchases can be concentrated 
within the early parts of the income period, but only with the consequence 
that during the later parts the velocity will correspondingly diminish. As 
long as the customary methods of payment are on the average not changed, 
the “production fund” cannot account for any acceleration in the velocity 
of circulation. 

Burchardt seems to have in mind consumers only. Besides 
he overlooks the fact that it is not necessary that current sav- 
ings should be invested immediately. There is a difference be- 
tween money which is offered to the business men directly in 
the form of increased prices for their goods and money which is 
offered to them through the banks as savings at a definite rate 
of interest and with certain limitations. It is true that there 
are no absolutely idle money reserves in the economic system, 
unless it be the moneys in the pockets of consumers, a very in- 
substantial amount compared to the total amount of money in 
circulation. But money may be offered to the industrial system 
in various forms; with a corresponding difference in the influence 
which money may then exercise upon prices. If, therefore, sav- 
ings are diminished, or cash reserves for future purposes are kept 
down, so that larger amounts of money are offered in direct ex- 
change for commodities, this may be a source of a rise in prices. 


™ Op. cit., p. 136. 
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But quantitatively still more important are the potential 
money stocks in the hands of banks. If we include these poten- 
tial money stocks in the stocks of money at rest, then the wide 
possibility of increasing the velocity of circulation of money 
with its due influence on prices becomes obvious. In the exist- 
ence of the banking system we have a source of substantial pos- 
sible increase of money in active circulation. Here, however, we 
are entering another field of business-cycle hypotheses, a group 
which we can discuss more thoroughly in connection with vari- 
ants dealing directly with it. 

Summary: To sum up: 

1. In order that a faster outflow of funds should produce a 
general increase in the velocity of circulation, this faster outflow 
should be general. 

2. If this outflow is general, it can result in a sustained 
change in the velocity of circulation only if (a) the money re- 
turns to the individuals faster than usually, (5) the stocks of 
money can be kept deplenished for a long time, or (c) the indi- 
viduals can get additional money from the idle, actual or poten- 
tial, funds of the banks. 

3. The increased outflow of money, while general, does not 
imply a faster return of money to the individuals in proportion 
to their expenditures, because such faster return of money is 
conditioned by a rise in the velocity of circulation of commodi- 
ties. The latter rise is different for the different branches of eco- 
nomic activity. ) 

4. Inso far as the increased velocity of circulation of money 
is sustained by an increased velocity of circulation of goods, it 
cannot have any direct upward effect on prices. 

5. The direct raising of prices through an increased velocity 
of circulation can be achieved only if the velocity is raised 
through an influx of new funds and a diminution of the relative 
amount of idle, actual or potential, stocks of money. 

6. Thus, velocity of circulation of money cannot be treated 
as an independent factor in raising or lowering prices, a factor 
equivalent to the volume of money in circulation. The influence 
of velocity of circulation on prices is either counterbalanced by 
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an increased velocity of circulation of goods or made effective 
through an increased influx of money into active circulation. 

7. The foregoing reasoning suggests that study of specific 
velocities of circulation of money is of considerable importance 
as reflecting the specific velocities of circulation of commodities, 
and thus the channels in which a given increase of outflow of 
money distributes itself in the system. From the point of view of 
business-cycle study, it is misleading to speak of a general change 
in velocity of circulation without tracing how this change works 
itself out in different ways within the different parts of the eco- 
nomic system. The consideration of these ways would both pre- 
vent the interpretation of the concept of velocity of circulation 
as an independent factor and help to establish the dispropor- 
tionalities which seem to be of considerable importance in any 
general movements of the monetary phenomenon.”* 

4. The reality of Stucken’s thesis —We saw that in so far 
as it may be an explanation of a change in the general price 
level, Stucken’s thesis reduces itself to the assertion that people, 
in expectation of a continued price increase, deplenish their 
monetary stocks and spend more money. The question that 
arises now is how far such an extrapolation of the price increase 
into the future, on the basis, merely, of a preceding rise of prices, 
is typical of business-cycle processes. I think that this question 
can be answered in but one way. 

When reformulated, Stucken’s thesis is the old one as to 
the psychological illusion of the business community. It is thus 
interesting to note that it is used also by Pigou."* At large such 
a definite notion as to the future course of prices is characteris- 
tic only of a genuine, rapid money inflation of the type that oc- 
curred in Germany, Russia, and other countries during the post- 

* In this connection see the few inductive studies of velocity of circulation 
which have appeared in this country, viz., R. W. Burgess, “Velocity Circulation of 
Bank Deposits,” Journal of the American Statistical Association, June, 1923, pp. 
727 ff., and the articles by C. Snyder which have appeared subsequently. Also, 
J. H. Rogers, Stock Speculation and the Stock Market (Columbia, Missouri, 1927). 


They reveal the extreme differences in velocity of circulation between different 
cities and between different parts of the economic system. 


* Industrial Fluctuations (1929), pp. 171-72. 
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war years. (It is in this connection that Bortkiewicz discussed 
the problem in the paper quoted in the foregoing.) That such 
occurrences are general in business cycles is to be doubted. If 
the business community or consumers spend money very quick- 
ly, that may be owing to a number of other factors besides the 
fear that prices will continue to rise. 

Such a situation may occur in a pronounced “boom” when 
there develop difficulties in the supply of commodities. A given 
rise or decline of prices is projected into the future only if there 
are a number of factors which support the expectation. This 
happens, e.g., in commodity markets when either lack or over- 
balance of commodities develops. Such a projection may char- 
acterize purely speculative fields like the stock market. But it 
certainly cannot play the réle which Stucken assigns to it—the 
carrying forward of an initial price decline or price rise under 
conditions in which the industrial system is still functioning fair- 
ly normally. 

Besides this conditioned character of the stimulus for faster 
spending of money, the execution of such a decision depends 
upon conditions. It may be surmised that any acceleration of 
expenditures with money drawn from the stocks of the individ- 
uals themselves is very limited. The main volume of funds for 
such purposes comes from the banks, and their policies become 
then of considerable importance in determining whether such a 
rise in velocity of monetary circulation can occur. 

As to the second group of causes which Stucken suggests as 
accounting for an acceleration or diminution of the velocity of 
circulation, viz., the investment possibilities for accumulated 
savings, these cases are obviously conditioned by the whole state 
of the productive and business system. Besides, so far as in 
these cases the decrease in velocity of circulation is caused by a 
business situation in which there is a decrease in the velocity of 
circulation of commodities, we again have no independent factor 
influencing price movements. The decline in prices will take 
place because business people have decided to restrict their de- 
mand, and with this restriction, accompanied by a decline in the 
velocity of circulation of commodities, there will be a decline in 
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the velocity of circulation of money. But there is obviously no 
specific price decline or, under the opposite conditions, no price 
rise in which the velocity of money circulation may be treated as 
an independent causative factor. 


B. BANKING MECHANISM 

1. General assumptions.—The different variants of the gen- 
eral group of banking-mechanism theories of business cycles 
conceive the cyclical fluctuations as a response of the economic 
system to certain peculiarities in the activities of banks. They 
differ in the trait which they prefer to single out among the 
many that characterize the functioning of the banking mecha- 
nism, or more precisely in the explanation as to why the banking 
mechanism should function in such a way as to make for cycli- 
cal fluctuations. But they have a number of assumptions in 
common. 

a) The first assumption is that the activity of banks intro- 
duces an element of discretion in the distribution of the mone- 
tary supplies. This discretion exists whether or not we assume 
that banks “create” credit. Even if banks do not advance cred- 
its beyond the moneys that have been deposited with them as 
savings, there is still an element of discretion resting with them. 
This element is more important than the discretion which could 
have been exercised by the individuals to whom the savings 
belong, were the latter to invest their money directly. For the 
practice of depositing savings in banks, with the consequent con- 
centration of the investable funds in the hands of a closely inter- 
connected group of institutions, makes investment activity more 
susceptible to any discretionary manifestations. Besides, there 
is the concentration of current deposits which, when held by 
individuals, could hardly become a source of credit at all. The 
discretion of banks is assigned a much wider field if it is as- 
sumed that banks can create credit, i.e., that they can advance 
credits to an amount larger than the actual amount of money 
deposited with them by economic individuals, whether as de- 
positors or as shareholders. Almost all the banking theories of 
business cycles assume that banks can create credit in this 
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sense. For the choice which they can exercise within the limits 
set by funds actually deposited with them by individuals can- 
not be conceived as a factor of great importance in the explana- 
tion of cyclical fluctuations (see assumption c). 

6) This discretionary activity of the banks enables them to 
vary the price for their commodity, i.e., credit, above and below 
the price that would have been established as a result of free 
competition. The second assumption of the banking theories as- 
serts, then, that for some reason banks do not manage their com- 
modity in such a way as to maintain the free or equilibrium 
price of credit. They do not maintain a rate of interest which is 
in accordance with the demands of the equilibrium situation. 
As to why there takes place such an erroneous functioning of 
the banking mechanism, the different variants offer varying ex- 
planations. But they all agree that such a discrepancy exists 
between the actual rate established by the banks and the equilib- 
rium rate which would have arisen out of the free play of eco- 
nomic forces, an equilibrium rate which would have provided 
for an even flow of savings into the industrial system and would 
have prevented both undue expansion and undue contraction of 
the system. 

c) If the banks utilize the discretionary power which they 
possess in such a way as to disturb the equilibrium of supply 
and demand for money and credit, the resulting discrepancy is 
of decisive significance as a factor determining the volume of 
business activity. The variations in the rate of interest, unlike 
variations in the price of any other commodity, have a general 
significance for the volume of business undertaken. If the in- 
terest rate is too low, i.e., lower than the equilibrium rate, then 
a larger volume of business is developed than is really justified 
in the current relations of capital-supply, consumption and sav- 
ings. If the rate of interest is higher than the equilibrium rate, 
then the resulting volume of economic activity will be smaller 
than would have been allowed by the equilibrium. The varia- 
tions which are thus engendered in the volume of business by 
the failure of the banking mechanism to keep the actual rate of 
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interest at the equilibrium level are a sufficient explanation of 
cyclical fluctuations. 

2. The variant of L. Mises.*—The German economists 
who make extensive use of the idea of credit creation in their 
discussions (Schumpeter, Hahn) attribute to L. Mises the earli- 
est thorough exposition of this doctrine as to the ability of 
banks to create credits. Indeed, while he did not coin the term, 
in the first edition of his Theorie des Geldes und der Umlaufs- 
mittel (1912), Mises discussed at length this power which the 
banks acquired through the exigencies of the development of eco- 
nomic institutions. 

Neither in the first nor in the second edition of his treatise 
does Mises have a complete theory of cyclical fluctuations. But 
he discusses very briefly the importance of the activity of the 
banks and of their manipulation of the market interest rate as 
a factor of decisive importance in explaining business cycles. 
He has amplified the explanation in his latest book, Geldwert- 
stabilisierung und Konjunktur politik (Jena, 1928). 

According to Mises, the banks can reduce the interest rate 
almost to zero, since the lower limit of their interest rate is 
formed by the expenses of the banks. Such expenses are very 
small, when it is considered that the banks can “create” credit on 
the basis of the deposits and capital which they have. It is true 
that no single bank can indulge in such a lowering of the interest 
rate, as compared with the interest rate maintained by other 
banks, since its reserves would be immediately drawn upon 
through unfavorable balances in clearings. But if most or all of 
the banks act in harmony, they can lower the interest rate on the 
market; for the competition that is provided by other lending in- 
stitutions, i.e., institutions which have to rely mainly on their 
own or borrowed resources, cannot be effective as over against 
the supply of credit by the banks. 

If such is the case, if banks lower the interest rate in the 
market as over against the natural rate of interest on capital, 

“ Most of the writers of this group in Germany hark back to Wicksell. But 


while Wicksell discusses at length the natural and actual interest rates, he does not 
present any developed theory of cyclical fluctuations. 
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then the volume of business which develops will be larger than 
that really allowed by the underlying conditions of consump- 
tion and saving. To each interest rate on the money market 
there corresponds a certain volume of business that can be prof- 
itably carried on. if the actual rate diverges from the equilib- 
rium rate, the volume of business which is made economically 
feasible expands or contracts. 

Too low an actual rate of interest will result in an undue 
expansion of credit, and hence in an increased price for com- 
modities. Since such expansion of credit means more money in 
the first instance in the hands of the business people, the rise of 
prices will take place first and most appreciably in goods which 
are subject to demand on the part of the business community, 
ie., producers’ goods. And the rise of prices once begun, the ad- 
justment of the actual rate of interest to the equilibrium level 
becomes still harder. For once the increase of prices has taken 
place, the rate of interest should not only be raised to the level 
at which it should have been fixed at the start, but raised still 
more to discount the expectation of rise of prices and of expan- 
sion of business activity which has been engendered by the rise 
of prices and the expansion that has already taken place. 

The expansion of business under such conditions means a 
continual rise of prices and a growing investment in production 
processes which require heavy capital equipment. It can be 
sustained if an ever increasing volume of credit is issued by the 
banks. But the essential material relations of consumption and 
saving remain more or less the same through the period. There is 
some amount of induced saving during that period, but, accord- 
ing to Mises, the increase in the rate of savings which is thus at- 
tained is far from sufficient to counterbalance the undue capital 
expansion which has taken place. The time eventually comes 
when the banks cannot continue to expand credit any further, for 
that would mean monetary inflation, endangering their liquidity 
and impairing the confidence of the public. Of course, even be- 
fore any such wholesale inflation occurs, the banks realize that a 
number of their outstanding loans are not liquid and they try to 
stop any further credit accommodation by a precipitous raising 
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of the interest rate. The banks thus stop the process of overcapi- 
talization by an accelerated rise in the rate of interest, which 
makes for the turn and for the restoration of the normal relation 
between capital goods and consumers’ goods, and brings the proc- 
ess of industrial expansion into line with the underlying relations 
of consumption and saving. 

As presented thus far, Mises’ theory is nothing else but an 
explanation of the fact that if the banks keep the rate of inter- 
est below normal, there will follow undue expansion, especially 
of the producers’ goods industries, which resulting overcapital- 
ization and lack of liquidity will endanger the credit structure 
and call for a drastic reduction in the volume of credits out- 
standing. According to Mises, the banks, because of their ca- 
pacity to create credit, are able to indulge in such depressing of 
the interest rate. But why should they do it? Why should they 
not learn from the experience of one swing and desist from 
keeping their interest charges too low in the future? 

This question was answered by Mises but lately, first in 
his speech at the meeting of the Verein fiir Sozialpolitik, Sep- 
tember 15, 1928, and then in his latest book: 

The answer to this question is as follows: because the current phi- 
losophy of the business man and of the business politician sees in the lower- 
ing of the interest rate an important goal of business policy and because 
they consider the expansion in the volume of credit as the proper method 
of attaining this goal.** 

Each single wave of business conditions—the rise to the peak of the 
wave and the following decline into the trough—is released by the effort 
of the banks to extend credit through an increase in the volume of circulat- 
ing media (notes not covered by money and deposits not covered by 
money) and thereby to lower the rate of interest. That such efforts, in 
spite of commonly deplored consequences, are undertaken time and again is 
to be explained by the prevalent philosophy, which sees in rising prices 
and especially in low interest rates the goal of business policy, and holds 
that this latter goal is to be attained through the expansion of circulating 
media.*® . 


In support of this contention that such is the prevailing atti- 
tude of the business community, Mises cites the public pressure 

* Geldwertstabilisierung und Konjunkturpolitik, pp. 57-58. 

* Ibid., pp. §9-6o. 
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upon central banks for low rate of interest, the motives that 
have been manifest during the establishment of central banking 
systems (further expansibility of bank currency), and the atti- 
tude of business men to the obligation of the banks to supply 
credit service. 


To the circumstance that this philosophy which is typical of all the 
decisive groups—the business man, the statesman, the politician, the press 
—the philosophy which not only disparages but demands the expansion of 
credit currency—to this circumstance alone is to be attributed the fact 
that after each crisis and its consequences there follows a “revival” which 
again must end in a crisis.** 


Thus Mises’ complete theory of cyclical fluctuations con- 
sists of two distinct parts: (1) the part that shows how it is 
possible (from the point of view of economic rationality) for 
banks to keep their interest rates lower than the normal, and 
how consequently there develops a full-fledged business expan- 
sion, a positive deviation from the normal levels; how such an 
expansion with its attendant overcapitalization leads inevitably 
to a recession; (2) the part that explains the recurrence of busi- 
ness fluctuations, i.e., points out the permanent factor that time 
after time accounts for those peculiarities in banking policy 
which engender expansion and through it the whole cyclical 
swing. 

It is to be noted that most of the first part of Mises’ theory 
could be incorporated even by a non-banking hypothesis of 
business cycles. The only element of it that is a purely banking 
hypothesis is the very vaguely formulated thesis that the banks 
are able to charge a low price for their commodity because they 
are able to create money, i.e., because their cost of production is 
rather low. It is this part that is emphasized more fully by the 
other variants. The latter do not mention at all the public pres- 
sure on banks which, according to Mises, is the sole cause of the 
recurrence of cyclical swings. 

Budge’s variant.—By and large Budge follows very closely 
the discussion of Mises. His approach is slightly different, for, 
as pointed out in the foregoing, Budge’s theory of cyclical fluc- 


* Ibid., p. 63. 
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tuations forms the last chapter of his general treatise on eco- 
nomics. He sees in cyclical fluctuations a maladjustment which 
would have been impossible were the price-making mechanism 
of supply and demand to function faultlessly. Upon inspection 
of the supply and demand mechanism in the different produc- 
tive factors, Budge finds that only in the supply of capital could 
there be any maladjustment, since only there do we have a con- 
centration of supply in the hands of a few institutions, viz., the 


banks. 

The current relation of consumption and saving determines 
the ratio at which the industry can expand, the volume of eco- 
nomically justifiable long-time investments. This volume would 
have been attained were the banks to keep their discount rate 
at the rate of otherwise justifiable level of interest. 

This adjustment [of the two rates] requires a great deal of foresight 
on the part of the banks in their activity of extending productive credits, 
and a far reaching insight into the position of the market. But the banks 
are subject to temptation, especially in times of expansion (Aufschwung), to 
be too generous in the granting of capital credit, since their profits from 
credit business consist mainly of interest charges, which they collect from 
their debtors. They will earn more from large credit advances at low rates 
than from limited credit advances at higher rates. They are, therefore, 
always inclined to keep the interest rate low as long as possible, and decide 
hesitatingly upon a raise only when this is inevitable. They can easily act 
in this way because they are always able, through a corresponding lowering 
of the interest rate, to call forth a widespread demand for credit, in ac- 
cordance with the already known law, that low prices stimulate demand.** 


The situation is not improved materially by the activity of 
central banks: 

. Experience shows that within the limits of their discretion the 
central banks also are inclined to a too generous granting of credits. Also 
for them the granting of credits is a profitable business. Furthermore, with 
the central banks, it is a certain conservatism which accounts for the fact 
that they cannot decide upon a raise in the discount rate at the proper mo- 
ment. 

In such a mistimed rise of the discount rate during expansion, i.e., in a 
too generous extension of capital credit, not justified by circumstances, is 
to be found the true cause of the cycles.?® 


* Grundsiige d. theoretischen Nationalékonomie (1925), p. 216. 
* Ibid., p. 217. 
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The consequences of this maladjustment of interest rates 
are as described by Mises. There result overexpansion of busi- 
ness, overcapitalization, etc. The real current incomes are im- 
paired and too much capital investment is undertaken. The 
turning-point comes when, as a result of this maladjustment, 
there develops an insufficiency of current demand and the banks 
realize the lack of liquidity. The rate of discount is raised and 
the extension of bank credits is stopped. In addition to this in- 
fluence for lower prices there comes the augmented supply of 
goods realized as a result of previous accelerated investment of 
capital. The price decline then takes its course, i.e., it leads to 
re-establishment of the proper ratio between fixed and circu- 
lating capital. When the interest rates are lowered again, the 
economic system is ready for a new upswing. 

Budge’s theory differs from Mises’ only in a few points: (1) 
the explanation of the banking policy by purely economic rea- 
sons, as over against Mises’ insistence upon the factor of social 
pressure; (2) the reference to the conservatism of central banks 
(a point very much in common with Irving Fisher’s explanation 
of the lag of interest rate); (3) the reference to bank policy as 
a factor that fails to stop an expansion, once begun, rather than 
the treatment of bank policy as initiating a revival (Budge is 
not very explicit upon this point). 

Hayek’s variant.—As pointed out above, Hayek demands 
that the theory of cyclical fluctuations present a factor which 
dissolves the rigid interrelations implied in the system of static 
equilibrium, and which thus allows a theoretical explanation of 
the cyclical movements. Such a factor Hayek sees in the credit 
and monetary system of our present economic life, and he thus 
tends to subscribe largely to such theories as are presented by 
Wicksell or Mises. 

But these theories, while utilizing commendably the only 
important factor which loosens the rigidity of the equilibrium 
system, suffer, according to Hayek, from too general an ap- 
proach.*® These explanations conceive of the credit and money 
factor as influencing economic processes only if the value of 


” Geldtheorie und Konjunkturtheorie (1929), pp. 55-56. 
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money changes, i.e., if there are changes in the general price 
level. But this is too narrow a view of the situation. There are 
numerous changes from the side of money in some section of the 
economic system, which serve to dissolve the rigidity of the eco- 
nomic equilibrium before there is any change in the general 
level of prices. 

It is true, says Hayek, that both Wicksell and Mises point 
out the lowering of the rate of interest through monetary fac- 
tors, which influence is not dependent upon the movement of 
the general price level, since this influence would have appeared 
were the expansion of credit used only to prevent a decline in 
prices. 

But in addition there are a number of phenomena in which an eco- 
nomic system subject to changes in the volume of money differs from a 
static economy, phenomena which are very important for the understanding 
of the business cycle These come out clearly when we make the 
subject of investigation not the general price changes, but all the monetarily 
determined shifts in single prices as contrasted with the price system of 
static theory.?* 

How, then, does the explanation of business cycles proceed 
according to Hayek? Let us begin with the single bank, with a 
single action on the part of a unit in the system. If a bank in- 
creases the volume of credit which it extends, whether because 
a new cash deposit is entered or because the bank has decided to 
extend its credit in response to a greater demand on the part of 
its customers, this extension is not confined to this bank only, 
but works its way with a diminished effect from one bank in the 
system to the next. Since a bank keeps only a certain percent- 
age of currency or liquid assets against its demand obligations, 
a cash deposit would enable it to extend its credit by a certain 
percentage of this cash entry. This new credit being paid out, 
it goes to the next bank (or several banks), as an increase in 
both cash and deposits, there giving rise to another expansion 
of credit, in a certain relation to the increase of the cash-deposit 
ratio. This expansion in its turn is passed on to another bank, 
etc. The same infiltration of credit expansion takes place when 
a bank opens more credit to its customers, without any initial 
cash deposits having taken place. 

™ Ibid., p. 69. 
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Thus, provided one bank or a group of banks begin to ex- 
pand credits, the other banks in the system feel an inflow of 
cash. Unless they follow the lead in expanding their credits, 
they will only lose business and accumulate expensive stocks of 
money. The whole point is in the fact that this expansion takes 
place without any rise in the interest rate, without any increased 
cost to business men: 

As long as this expansion process is going on, it is impossible for a single 
bank to apply the only means of reducing credits, viz. to raise the interest 
rate. A common action on the part of the banks in this direction . . . . is pos- 
sible only when either large demand for cash on the part of the trades 
forces the banks to protect their reserves or when the central bank raises 
the discount rate [In order to bring on a downturn it is only neces- 
sary that] as must happen sooner or later, the banks cease to expand 
credits. Only so long as the volume of circulating media is increasing, can 
the interest rate on money be kept below the natural [equilibrium] interest 
rate. As soon as this increase ceases, interest must rise to its natural level and 
thus make unprofitable many undertakings which were called into life first 
by the additional credits.?? 

The determining (or controlling) cause of business fluctuations is then 
the fact that in consequence of variations in the volume of circulating 
media, the interest rate charged by the banks is not necessarily always 
equal to the equilibrium rate of interest, but is determined in its movement 
over short terms of time by the liquidity of the banks.?* 

Hayek does not describe in detail the phenomena which he 
is trying to account for, and from his general statements one 
gathers that he subscribes to the schematic presentation of the 
processes as given by Mises. He suggests, however, in another 
part of his volume, the list of problems which seem to him im- 
portant from the viewpoint of the theory of business fluctua- 
tions which he presents. One of them is the problem of induced 
savings, in whose variations lies one of the essential factors 
which determine the intensity of the strain and the amplitude 
of fluctuations of the business cycles. 

The original part of Hayek’s thesis is not so much the em- 
phasis on the multiplicative relationship between a bank’s loans 
and its currency supplies as the bringing out of the fact that a 
credit expansion based on this relationship begun in one bank 
or a group of banks tends to become general, since its influence 


* Ibid., pp. 100-101. * Ibid., p. 103. 
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infiltrates through the system of clearings and exchanges into 
the other banks in the banking system. In this he uses Phillips’ 
scheme of the flow of change in bank deposits. It might be 
said, of course, that the same scheme could be provided for a 
change in the supply or demand of any commodity, since in the 
interaction of all the economic quantities in the system the 
change in one might be said to reverberate all the way through. 
The important difference in the present case is, however, that 
(1) production of new credit is possible without additional cost, 
(2) the change is in the supply of a commodity of general ac- 
ceptance and of general importance. 

Thus, unlike the other theorists, with Hayek the expansion 
of bank credit is not dependent upon simultaneous action by the 
banking system as a whole. Loewe’s criticism that all banking 
theories of business cycles explain them by “mistaken policies 
of an institutional monopolist” does not apply here, since ex- 
pansion can be traced back to the action of one bank or of a 
single group of banks only. 

Eucken’s thesis—Eucken does not attempt to present a 
complete theory of business cycles, but his paper, read to the 
meeting of the Verein fiir Sozialpolitik in September, 1928, as- 
signs crucial importance to the activity of banks during business 
cycles, and it is interesting to see how such a dominating signifi- 
cance may be attributed to the banking mechanism. 

The main question that Eucken asks is, Assuming that we 
start in the trough of a business cycle, what are the sources of 
the next revival? In opposition to other observers, Eucken as- 
serts that at this point of the cycle stocks of commodities are 
low, and so are stocks of accumulated savings. The business 
enterprises through the preceding period of depression have re- 
duced both production and capital accumulation. But it is pre- 
cisely the savings of business enterprises rather than the sav- 
ings of the non-business groups that form the greatest source of 
capital accumulation. In this condition of diminished savings, 
how is the next expansion possible? 


Here we find the additional credits provided by banks which must be 
of decisive significance for obtaining increased capital in the beginning of 
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revival. Precisely during revival the banks grant credits to the enterprisers, 
credits against which can be set no corresponding savings 

credits raise the volume of money, first of all banking currency [Giralgeld]. 
At the end of recession the banks are able to do so because their liquidity 
is relatively high.** 

Eucken then discusses two possible objections to his thesis: 
(1) It might be said that bank credits are for short terms, while 
the needs of the enterprisers are for long-term credits. It is true, 
replies Eucken, that such needs for long-term credit are even- 
tually satisfied by flotation of securities, but banks facilitate 
such flotations by their short-term credits, at least during the 
early stages of an expansion. In the later stages there is also 
a gradual conversion of bank loans into longer-term investments 
either through credits to the enterprises themselves or to their 
suppliers. (2) It might be said that this granting of additional 
bank credits and the consequent increase of currency should 
lead to an immediate rise of prices. Actually, however, prices 
rise only with a lag after the upturn of production. This appar- 
ent contradiction, according to Eucken, is explained by the pos- 
sibility of increasing production without an appreciable rise in 
costs. A special case is a possible rise in business activity ac- 
companied by a decline in the price level (see 1882 in England, 
1925 in the United States). In these cases there are special fac- 
tors at play: it is either favorable crops or a generally proceed- 
ing rationalization of business and industrial procedures. 

If the credit-granting activity of the banks is of such cru- 
cial importance during revival, the credit-withdrawal activity 
of banks is of similarly crucial importance during recession. 
Here we find a dilemma analogous to that of the trough. At the 
peak of the cycle, the stocks of commodities have increased and 
so has the capital accumulation by enterprises. Whence, then, 
the “lack of capital” that characterizes the first phase of depres- 
sion? The answer is in the gradually disappearing liquidity of 
the banks. “It is not the obtaining of capital through credits 
based on savings that has slackened, since the flow of such sav- 
ings is actually no smaller. It is that the additional credits can- 


™ Schriften des Vereins fiir Sozialpolitik, CLXXV (1929), 297. 
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not be kept at the old level.”** The decline in the flow of invest- 
ments and in the investment activity (long-time) appears only 
in the second phase of recession, when there is a decline in de- 
mand coinciding with the completion of undertakings begun 
during expansion. 

Eucken’s thesis is, of course, not precisely a banking the- 
ory of cycles, since he does not attribute the fluctuations to any 
peculiar activity on the part of banks. He suggests, however, 
that liquidity forms a basic factor in determining the bankers’ 
credit policy. He therefore joins a number of others, who like 
Hawtrey, Hayek, Mises, see in the work of the banking mechan- 
ism a source of business fluctuations. 

Evaluation—To one who analyzes the various banking the- 
ories of business cycles, without having been so thoroughly ac- 
customed to this type of explanation as to lose sight of certain 
peculiarities, one feature of these theories seems strange. The 
discussion which they carry on involves generalizations as to 
the behavior of the business community, on the one hand, and 
of the banking community, on the other. But while it is assumed 
that the business community is quite sensitive to changes in 
bank rates, it is not assumed that the banking community be- 
haves with the same degree of sensibility and sensitiveness. 

Indeed, the basic assumption of the banking theories is that 
changes in bank rates, the discrepancy between the actual in- 
terest rates established on the market and the equilibrium in- 
terest rate, are a factor which is of decisive significance in de- 
termining the volume of business undertaken and the propor- 
tion of fixed capital investments to circulating capital. The 
business community is thus expected to respond almost auto- 
matically to the prices which are established by the banks. It is 
interesting to note that none of the theorists whose hypotheses 
we discussed find it necessary to ask whether or not the business 
community is functioning in conditions which would permit 
it to take into account changes in interest rates, which are after 
all a rather small cost item in the total cost of their business. 
This sensitivity is taken for granted. 


* Ibid., p. 304. 
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On the other hand, the community of banks is supposed to 
be somewhat insensitive to what is happening to the field of 
business, to the prospects, condition, etc., of the economic enter- 
prises to which they are to intrust their funds. It is assumed 
that the factor which is quoted as the one which accounts for 
the peculiarities of banking policy, be it the economic reason of 
striving for greater gains, or the public pressure upon banks for 
low rates, or the influence upon a given bank of an expansion 
begun by another bank, exercises its full effect on banking policy 
without any complication by the circumstances in which the 
banks may find their prospective customers. It is obviously in a 
combination of this sensitivity of the business community with 
what might be called the single-track-mindedness of the bank- 
ing community that the key to the banking theories of business 
cycles is to be found. 

One might note that such a queer distinction between the 
two economic groups arises from the assumption of the equilib- 
rium system, on the one hand, and the necessity of explaining 
cyclical fluctuations, on the other. All of the theoretical vari- 
ants discussed in the foregoing assume that conditions of eco- 
nomic life correspond to the static equilibrium system. In such 
conditions there will be, of course, a highly sensitive reaction of 
economic individuals to such a change in costs as will be 
brought about by some misapplied action on the part of the 
banks. There is supposed to be a persistence of relations and of 
conditions, so that there is no possibility that any part of the 
system will fail to react to any change that is supposed to have 
occurred. If one doubts that such an exact picture is in the 
mind of the theorists whom we are discussing, one can hardly 
deny that this would be the assumption in the background if 
they attempted to formulate it definitely. 

But the existence of cyclical fluctuations necessitates the 
introduction of a factor which would provide the disturbing ele- 
ment and explain this continual variability in the behavior of 
the business community. And if some peculiarity of the bank- 
ing community’s behavior is found to be a factor in the situa- 
tion, it obviously would have been both a violation of the theo- 
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retical assumption of the equilibrium economy and a detraction 
from the clear-cut working of this peculiarity, if it were sug- 
gested that the banking community does not act only or pre- 
dominantly under the influence of the peculiarity singled out. 
It is in the type of approach to the problem that one must seek 
the reason for that peculiar combination of overemphasized fact 
and intellectual fancy which characterizes most of the variants 
of the banking theories of business cycles. 

These general remarks serve as background to a list of crit- 
ical reflections that suggest themselves in connection with the 
variants presented in the foregoing: 

1. The whole question as to whether the business community 
is sensitive to changes in interest rates is still very much of a 
problem. The discussion which has taken place but recently 
between Carl Snyder and Waldo F. Mitchell** has shown that, 
without deciding the argument one way or another, one may 
still be in doubt whether the variations in interest rate on loans, 
confined as they are to only a part of the large volume of loans 
outstanding in the economic system, are of decisive importance 
to the business community, even if we take into consideration 
the marginal operations. Recent cost-accounting studies show 
what a small part of the total cost of business interest charges 
play. The burden of proof is therefore on the banking theories 
of business cycles. They must provide a more specific explana- 
tion of the channels through which variations in the interest 
rate influence the volume of business activity undertaken. Some 
of them do it, e.g., Hawtrey, who claims that variations in inter- 
est rate are of utmost importance first of all to wholesalers, who, 
according to him, hold the key position as far as the inception 
or reversal of a cyclical movement is concerned. But unless: we 
have this link between changes in interest rates and the fluctua- 
tions in the volume of business stated more fully, we can neither 
accept the assumption of this connection nor thoroughly evalu- 
ate the theory which is based upon it. 

2. In the consideration of banking policy in regard to the 


™ See American Economic Review, December, 1925, June, 1926, September, 
1926, December, 1926, Annual Supplement for 1926. 
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establishment of a charge for their credit services, all the vari- 
ants in the foregoing omit completely the element of risk. 
Whether we say with Mises that banks can charge cheaply, be- 
cause they can produce credit, and are urged to do so by public 
pressure; whether we say with Budge that they are prompted to 
charge cheaply by the prospect of larger gain; whether we say 
with Hayek that they are pressed to do so by competition; or 
whether we agree with Eucken that they consider mostly their 
liquidity; it is obvious that banks consider first of all the ques- 
tion of risk, and that their charge must provide for the coverage 
of possible losses. The consideration of this element has there- 
fore two consequences: (a) the element of risk involved raises 
the costs of credit creation; (6) the consideration of the risk 
element introduces a whole range of factors which determine 
banking policy. If banks advance loans to business men, they are 
obviously called upon to exercise their judgment, not only as to 
the willingness of their customers to pay, but also to their pros- 
pective ability. And while they may consider themselves pro- 
tected partly by the business man’s capital, they will be called 
upon to exercise some discretion with an eye to the future of the 
loan, and the advisability of financing this or that undertaking 
for a given purpose. The risk element obviously makes the 
banking policy of advancing loans subject to some of the influ- 
ences which guide the business community at large. And along 
the same lines, it can be said that central banks have in mind, 
not only profits to be made from a large volume of rediscounting 
business, but also the general state of the economic system in 
regard to some vaguely felt notion as to the normal course of 
events. 

These two objections relate to all the variants which we 
have been discussing. In regard to each of them, some more 
specific critical reflections may be added; but they would in- 
volve going more deeply into the factual basis of the general ob- 
jections already stated. But in regard to Hayek’s thesis it may 
be suggested that: 

3. If any increase in the volume of credits advanced by a 
single bank forms a permanent addition to the total volume of 
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bank credits outstanding (because of the spread of this change 
through the whole banking system) so does every contraction 
in the volume of credits advanced by a single bank form a per- 
manent contraction. And if we have before us the picture of the 
banking system as a whole, we have to assume that the total 
volume of loans is undergoing a net increase through the fact 
that there are more loans advanced than loans withdrawn. The 
interconnection which characterizes the banks in the system 
works both ways, and therefore presents no independent factor 
in the situation. We still have to explain why in the banking 
system as a whole there is a net increase in the volume of loans, 
and why this is made without any change in the rate charged 
for credit. It has to be explained why the initial bank was either 
able to expand without impairing its usual liquidity ratio or why 
it expanded with the impairment of its liquidity ratio. If this 
single bank received additional cash, was not there a loss of cash 
in some other bank? If the bank augmented its loans outstand- 
ing without any corresponding increase of cash in its vaults, 
why should it not have charged more for its service in view of 
the impairment of its usual ratio of liquidity?) It seems to me 
that the taking of a single bank as a starting-point, instead of 
speaking of the banking system as a whole, does not change 
essentially the argument within the limits imposed by the as- 
sumptions of a banking theory of business cycles. 

While the general approach which characterizes the vari- 
ants discussed prevents them from going deeply into the prob- 
lem and thus detracts a great deal from their value to a serious 
student of the problem, their factual content is of considerable 
interest. It is valuable to know and to emphasize the peculiar 
conditions under which the functioning of the banking mechan- 
ism takes place in our economic system. It is of considerable 
interest to note the social pressure under which it functions. It 
is of importance to find out whether the pursuance of motives 
of gain leads the banking system into credit policies that are 
erroneous from the point of view of the economic system as a 
whole. It is interesting to find out whether the elasticity in the 
supply of credit, and the impossibility for the single banks to 
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act until it is too late, is of significance in the explanation of the 
cyclical fluctuations. It may be highly significant to observe 
that the banking system is in position and under inner compul- 
sion to function in such a way as to account for the turns in the 
cyclical swing. But all these factors have to be studied further 
and evaluated in the light of inductive studies, since the the- 
oretical approach which led to the singling out of these factors 
provides for them too narrow and too artificial a setting.” 


Smmon KvuZNETS 
NATIONAL BurEaAv OF EconoMIC RESEARCH 


™ In the preceding survey, I have not included any discussions which, while 
emphasizing the monetary element, do not make it an exclusive cause of cyclical 
fluctuations. The following discussions are of this character: 

Carl Rosch, Kreditinflation und Wirtschaftskrisen (Jena, 1927). 

W. Répke, “Kredit und Konjunktur,” Jahrb. fiir Nationalékonomie und Sta- 
tistik, LXIX (1926), 243-85. 

J. Baracs, “Zins, Kredit und Konjunktur,” Archiv fiir Sozialwissenschaft und 
Localpolitik, Vol. LIX (1928). 

Neither have I discussed the theories of A. Hahn, since they do not seem to 
form an independent business-cycle hypothesis. A good summary of some of the 
theories discussed may be found not only in the article of Burchardt referred to in 
the text, but also in A. Michaelis, Die Quantitatstheorie als Grundlage der Kon- 
junkturforschung (Jena, 1929). 





AN ESTIMATE OF THE AMOUNT OF MONEY HELD 
BY THE BANKS AND OF THE AMOUNT OF 
MONEY IN GENERAL CIRCULATION 
IN THE UNITED STATES 


OTHER ESTIMATES MADE 
PROFESSOR KEMMERER’S ESTIMATE: 1879-1904 


NE of the first efforts to estimate the amount of money 

in circulation in the United States was made by Pro- 

fessor Kemmerer,’ whose results cover the years 1879— 

1904. For the amount of money held by the banks of the coun- 
try, he takes the estimated figures of the Comptroller of the 
Currency, which are admittedly rough. For, while the average 
amount of cash held by the national banks at the five or six dates 
of call of each year may be said to be fairly representative of 
the amount of money in these banks, the figures for banks other 
than national banks are far from satisfactory. Since many of 


the latter banks, especially the private banks, had a disinclina- 
tion to furnish reports,* it becomes necessary for the Comptroller 
to estimate the number of those which failed to submit reports 
and the amount of cash held by them. We are, however, not in- 
formed as to the method he used in arriving at these estimates. 
From the “money in the United States” which is obtained from 


* For counsel and suggestion in connection with the making of this estimate, 
I am indebted to Professors H. P. Willis, W. C. Mitchell, R. E. Chaddock, and 
F. C. Mills, of Columbia University; Doctor S. S. Kuznets, of the National Bu- 
reau of Economic Research; and Miss L. Bagwell, of the Federal Reserve Bank 
of New York. 

*E. W. Kemmerer, Money and Credit Instruments in their Relation to Gen- 
eral Prices (Henry Holt, 1907), pp. 94—100. 

* According to the Comptroller, about 90 per cent of the state banks and 
loan and trust companies and only about 20-25 per cent of the private banks 
submitted reports (Annual Report of the Comptroller of the Currency, 1900, I, 
XXXviii). 
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the publications of the Treasury Department,‘ Professor Kem- 
merer deducts the amount of money in the banks and that in the 
United States Treasury. The residue is then assumed to be the 
amount of money in general circulation. 


PROFESSOR FISHER’S ESTIMATE: 1896-1909 


Professor Fisher made the first attempt to revise the Comp- 
troller’s figures for money in the banks.*® To the amount of mon- 
ey reported in the banks as stated in the annual reports of the 
Comptroller of the Currency, he adds an estimated amount of 
money in non-reporting banks, which estimate is found by as- 
suming that the money held by the non-reporting banks bears 
the same ratio to the amount of money held by the reporting 
banks as the unreported deposits bear to the reported deposits. 
This latter assumption is of course subject to error, in that, as 
Professor Mitchell well points out,’ it overlooks the fact that 
the banks which failed to submit reports are private institutions 
and that the reported private banks maintain smaller reserves 
in proportion to their deposits than do all the reporting banks. 
Like Professor Kemmerer, Professor Fisher arrives at the mon- 


ey in circulation by deducting from the money in the United 
States which was estimated by the Director of the Mint, and 
which was corrected in 1907 for an estimated error of 135 mil- 
lion dollars,” based on the investigations of Mr. Muhleman, the 


‘The first estimate of the monetary circulation of the United States was 
made in 1873, which became the basis of calculation for many years thereafter. 
See “Gold in Circulation,” Yale Review, vii, 105; M. L. Muhleman, Monetary 
and Banking Systems (Monetary Publishing Co., 1908), pp. 97-98. 

*Irving Fisher, Purchasing Power of Money (Macmillan, 1911), Appendix 
to chap. xii, pp. 432-41. 

*W. C. Mitchell, Business Cycles (University of California Press, 1913), pp. 
315-16. 

* The Director of the Mint made corrections for years previous to 1907 only 
for the ends of the calendar years. (See Annual Report of the Director of the 
Mint, 1907, p. 87). Professor Fisher takes the average of the corrected figures for 
gold at the beginning and end of a given year and assumes that this average is the 
corrected figure for gold at the middle of the year. This corrected figure is then 
compared with the official figure for gold for the middle of the year, and the dif- 
ference is taken to be the correction for that date. (See Fisher, op. cit. [Mac- 
millan, 1922], p. 433-) 
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money in the federal treasury, and the money in the reporting 
banks as given by the Comptroller, and the money in the non- 
reporting banks as estimated by himself. 


PROFESSOR MITCHELL’S ESTIMATE: 1890-IQII 


By far the most accurate estimate made of the amount of 
money held by the banks was that of Professor Mitchell.* In- 
stead of using the Comptroller’s estimate of the number of non- 
reporting banks as did Professor Fisher in estimating the amount 
of money in the banks from which reports were not received, 
Professor Mitchell employs the corrected figures of Professor 
Barnett® for the years 1890-1908, which were based on a study 
of state reports and bankers’ almanacs and which, according to 
Mitchell, are more trustworthy than those of the Comptroller. 
For the years 1909-11 he accepts the Comptroller’s figures as 
accurate. Having accepted Professor Barnett’s estimate of the 
number of banks for which the Comptroller failed to obtain re- 
ports, he proceeds to estimate the money holdings of these non- 
reporting institutions by assuming that their cash reserves bear 
the same ratio to the reserves of the reporting private banks as 
their deposits, which are estimated from the average deposits 
of the reporting private banks, bear to deposits of the private 
banks from which the Comptroller had reports. To secure the 
amount of money in all banks, he adds this estimated amount of 
money in the non-reporting banks to the Comptroller’s figures 
for “money in the banks” after a correction has been made in the 
latter figures for the years 1890-95 by excluding the “cash items” 
from “cash and cash items,” under which rubric the Comptroller 
was then in the habit of lumping the “cash” and “other cash 
items” for all reporting institutions except the national banks. 
The amount of money in circulation is then found by subtracting 
from the total stock of money in the United States which is given 


* Op. cit., pp. 311-17. 
* State Banks and Trust Companies since the Passage of the National Bank 
Act, “Publications of the National Monetary Commission” (1911). 
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in the Comptroller’s annual reports,*® the amounts held by the 
federal treasury plus the amount held by all banks.** Professor 
Mitchell’s results differ somewhat from those of Professor Fish- 
er, whose figures are invariably higher. These differences, which 
vary from ro to 30 millions, are chiefly due to the different as- 
sumptions made by the two estimators. The former assumes that 
the money held by the non-reporting banks bears the same ratio 
to the money held by reporting private banks as the unreported 
deposits bear to the reported deposits of private banks, while the 
latter takes the simple assumption that the unreported reserves 
bear the same ratio to the reported reserves of all banks as the 
unreported deposits bear to the reported deposits of ai/ banks. 


PROFESSOR KING’S ESTIMATE: ANNUAL FIGURES—1880-1920; 
MONTHLY FIGURES—IQI4-20 

In 1920 Professor King made an estimate of the amount of 
money in circulation in the United States, annually for the years 
1880-1920 and monthly for the years 1914-20, by “means of 
a careful analysis of official government reports.’”** He does not 
indicate how the analysis was made; but upon interviewing Miss 
Lucile Bagwell of the Federal Reserve Bank of New York, who 
made the estimates under Professor King’s direction and who 
kindly showed me some of her original worksheets, I found that’ 
the method employed is similar to that of Professor Fisher. The 
money holdings of non-reporting banks are estimated on the 
assumption that the cash held by these institutions bears the 
same ratio to the cash held by the reporting banks as the esti- 
mated deposits in non-reporting banks bear to the deposits in 

* The figures for the total stock of money for 1890-1906 are revised by Pro- 
fessor Mitchell. In 1907 the Director of the Mint found it necessary to deduct an 
estimated error of 135 million dollars from the gold believed to be in the United 
States, but no correction has been made in the official figures for June 30 previ- 
ous to 1907. Professor Mitchell makes his revision on the assumption that the re- 
vised figures for the middle of the year would bear a ratio to the old figures mid- 
way between the ratios borne by the revised to the old figures for the December 
preceding and following. See Mitchell, op. cit., p. 2809. 


* Ibid., pp. 295-96. 
* W. I. King, “Is Our Currency Elastic?” Interlocking Chart Series No. 4, 
Special Service (Bankers’ Statistics Corporation, 1920), II, No. 23. 





168 Y. S. LEONG 


reporting banks. To this estimated amount of money in the 
banks which failed to report, the amounts held by reporting 
banks and, since 1915, the amount held by the Federal Reserve 
banks and agents are added. This total is taken as money held 
by all banks. The money in circulation is then obtained by de- 
ducting from the stock of money in the United States, the total 
sum of money held by all banks and the federal treasury. 

The monthly figures for money held by all banks are inter- 
polated. With the single annual figure which is taken to be as of 
June 30, five figures are computed on the assumption that money 
in all banks show changes corresponding to the variations of the 
money holdings in the national banks at dates of call. By 
straight-line interpolation twelve monthly figures are deduced 
from the five figures at national-bank dates of call. From the 
“Circulation Statements of the Treasury Department” monthly 
figures for the monetary stock in the United States are obtained, 
from which the money in the reporting banks as interpolated to- 
gether with the money in the federal treasury and in the Federal 
Reserve banks, which is also given in the circulation statements, 
is deducted. The remainder is then taken as the amount of mon- 


ey in circulation. 


PROFESSOR YOUNG’S ESTIMATE: AT NATIONAL-BANK DATES OF CALL: 
IQOI—I4; 1915-26 

In connection with his analysis of bank statistics for the 
United States, Professor Young** made an estimate of the 
amount of money in circulation at national-bank dates of call. 
The Treasury’s monthly circulation statements estimate the 
monetary stock in the country as of the first of each month, and 
it is therefore necessary to estimate the amount of money in the 
country at the different dates of call by the following method: 
For a date of call falling on one of the first ten days of a month, 
the treasury’s figure at the beginning of the month is used; for 
a date of call falling on the twentieth day of a month or later, the 
treasury’s figure for the beginning of the next month is utilized; 
and for dates falling on one of the intermediate dates of the 


* A. A. Young, “An Analysis of Bank Statistics for the United States,” Re- 
view of Economic Statistics, V1, 284-96; IX, 121-41. 
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month, an arithmetic average of the figures given in the circula- 
tion statements for the month and for the following month is 
taken. The figures for “money in circulation not in banks” are 
computed by subtracting from the “money in circulation” thus 
adjusted, the amounts of money in all banks, which are secured 
by increasing the money in the national banks by 50 per cent so 
as to allow for money in other banks. This method applies only 
for the years 1901—14."* For the years 1915-26, a more refined 
method of estimation is employed.** The method of estimating 
the amount of money in the United States at dates of call is simi- 
lar to that of the earlier period; that is, the figure nearest to the 
beginning of each month is used, except for dates of call falling 
between the eleventh and the twentieth of the month when the av- 
erages of the figures for the given month and the following month 
are used. The amounts of money in all banks except the national 
and the Federal Reserve banks are estimated by using the Comp- 
troller’s figures of “cash in vault” in state banks, loan and trust 
companies, and private banks, on June 30 (no correction has 
been made for banks which failed to report), which figures cor- 
respond to those of the national banks at June dates of call, and 
from which other figures are obtained by computing the ratio of 
money held by these state institutions at June 30 to money held 
by the national banks, by computing similar ratios for interven- 
ing dates of call by straight-line interpolation, and by multiply- 
ing the money held by the national banks at these intervening 
dates of call by the ratios thus obtained. The amount of money 
in circulation outside of all banks is then secured by deducting 
from the money in the United States estimated at dates of call, 
the total amount of money held by the Federal Reserve banks,** 
the national banks, and all other reporting banks at dates of call. 


ANNUAL FIGURES—1I900—26 


Estimates of the total monetary stock in the United States, 
of the amounts held by the federal treasury and the banks, of 


* See ibid., VI, 290, notes. * See ibid., IX, 136, notes. 

* Figures for Federal Reserve banks at dates of call are also estimated by 
various methods which are too complicated to be described here. See Review of 
Economic Statistics, IX, 136, note “ft” at the foot of Table 3. 
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the amounts in general circulation, and, since 1915, of the 
amounts held by the Federal Reserve banks, are found in the 
annual reports of the Comptroller of the Currency. But the fig- 
ures for the amount of money in all banks are subject to some 
omissions. Their computation is based on bank reports secured 


TABLE I 


ESTIMATE OF THE AMOUNT OF MONEY IN NON-REPORTING BANKS, 
1912-26* 








Cash on Hand | Average Cash Estimated 
entien of in Reporting | on Hand in Money Hold- 
Private Banks,| Reporting i 
in Thousands | Private Banks 
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* Column (1), giving the number of sporting pebvate banks, and column (2), the cash on hand in 
reporting private banks, are tabulated from the Comptroller’s annual re: - Column (3), showing 
the ave cash held by the reporting private banks, is computed by dividing the cash on hand in 
column (2) by the corresponding numberof banks in column (1). The number of non-reporting banks in 
column (4) is obtained from the Comptroller’s annua! reports. The estimated money Wy- in the 
non-reporting banks in column (5) are the product of the multiplication of the figures in column (3) 
by the corresponding figures in column (4). 

t The total number of non-reporting private banks is not Steet in the Comptroller’s report for 
1926. The 273 ron-reporting banks are in the states of Texas, ichigan, and Iowa, where private 
banks are not under state supervision, and where figures were obtained for only 122 of the ap- 
proximately 395 banks. 


by the Comptroller, but not ail of the banks in the country sub- 
mit reports. The national banks must send in reports at the re- 
quest of the Comptroller, but some states even to this day do 
not require certain banking institutions under their jurisdiction 
to submit reports. The Comptroller does give us an estimate of 
the number of these non-reporting institutions, but he fails to 
give us any estimate of the amount of their money holdings. It 
is therefore necessary for us to estimate the amount of money 
that these banks hold. 
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But before we can proceed with our estimate, we must as- 
certain whether or not the Comptroller’s figures for the number 
of non-reporting banks are accurate. Professor Mitchell has 


TABLE II 


ESTIMATE OF THE AMOUNTS OF MoNnEY HELD BY THE FEDERAL TREASURY, 
THE BANKS, AND THE PUBLIC 1900-26, IN MILLIONS oF DoLLars* 
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* The data in ——w~ A.’ 1) are from the annual reports of the Comptoctins of the Currency, except 
those for the years 1 which are the revised of Professor Mitchell. Columns (2), (4) 
and (7) are from the stroller’ 's reports. The Sous in column (5) for 1900-1911 are the estimate 
Professor Mitchell, while | = for 1912-26 are from the preceding table. <~ 4 6) is made by adding 
columns (4) and (s). Column @)i is obtained by adding ohaans (6) and (7). The in column (9), 
the amount of money in general circulation, are obtained by su! dese amount of money in 
all banks in column 18) from the total amount of money outside of the in column (3). 

t Figures for coin and other money in the United States from 1900 to 1906 are borrowed from 
Mitchell’s yo Cycles (University of California Press, 1913), p. 296. 

am 1900 to 1911 figures for money in non-reporting banks are taken from Mitchell, ibid., 
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accepted Professor Barnett’s figures, corrected for double count- 
ing for the years 1890-1908, instead of those of the Comptroller, 
in the absence of any explanation on the part of the latter as to 
the source upon which he bases his estimates. Professor Bar- 
nett’s estimate is based on official reports; and where reports 
are not available, it is computed from technical banking publi- 


CHART I 
Money IN ALL BANKS, MONEY IN CIRCULATION, MONEY IN FEDERAL RESERVE 
BANKS, AND MoNEY IN BANKS OTHER THAN FEDERAL RESERVE 
BANKS, YEARLY, 1900-26 
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cations, issued in July, which date conforms to the Comptroller’s 
date of call for all banks. It is the conclusion of Professor Mitch- 
ell that the corrected figures of Professor Barnett are more trust- 
worthy, which conclusion I am inclined to accept. For 1909-11, 
he accepts the Comptroller’s figures on the ground that the differ- 
ences between Barnett’s estimate and that of the Comptroller 
have nearly disappeared by 1907 and 1908, and that Professor 
Barnett himself accepts the Comptroller’s figures for 1909. In 
the absence of a better estimate I have used the uncorrected fig- 
ures of the Comptroller for the number of non-reporting banks 
from 1912 on. 
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One other matter needs attention. What kind of banks are 
these non-reporting institutions? Both Professor Fisher and 


TABLE III 


DISTRIBUTION OF THE MONETARY STOCK OF THE UNITED STATES BETWEEN 
THE FEDERAL TREASURY, THE BANKS, AND THE PUBLIC 
ON OR ABOUT JUNE 30, 1900-26 
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Professor King assume them to be average reporting banks, but 
Professor Mitchell demonstrates conclusively that the majority 
of these banks which fail to report are private institutions. In- 
deed, the Comptroller himself in later years has regarded them 
as such. 

Assuming, then, that these non-reporting banks are private 
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institutions, we can readily estimate their cash holdings by com- 
puting the average cash in the private reporting banks and by 
applying these averages to the number of banks from which no 
reports are received.** 


MONTHLY FIGURES—I9Q1 4-26 

We have now annual figures showing how the monetary 
stock of the country is distributed among the federal treasury, 
the banks, and the public. Our next task is to secure monthly 
figures. 

The Comptroller of the Currency requests all national banks 
to report their condition from three to six times each year, the 
dates of call being distributed throughout the year.** The returns 
are tabulated and published in the Abstracts of Reports of Con- 
dition of National Banks, in the Annual Reports of the Comp- 
troller of the Currency, and in the Annual Reports of the Secre- 
tary of the Treasury. From these publications we can obtain 
figures showing the amount of money held by the national banks 
at various dates of call. If the national banks are representative 
of the entire banking system, we are of course justified in inter- 
polating our single figure per year which represents the money 
holdings of all banks for the year, on the basis of the three to 
six figures per year for the cash in vault of the national banks, 
representing the amount of money held by all banks at national- 
bank dates of call. How representative are these national banks? 
There are 8,000 of them scattered throughout the Union, of 
which about 35 are located in central reserve cities, 360 are in 
other reserve cities, and the remainder are country banks.” 
They contain on the average 45 per cent of the total money held 
by all banks. It can readily be observed from the accompanying 

* Another way of estimating the amount of money that these non-reporting 
banks hold is to assume that the cash kept by them bears the same ratio to the 
money held by the private banks as the estimated deposits bear to the deposits re- 


ported to be in the private banks. Both methods yield approximately the same 
result. 

” The dates of call from year to year are highly irregular. They are desig- 
nated at the discretion of the Comptroller and hence opportunities for “window- 
dressing” on the part of these banks are slight. 


* See Abstract of Reports of Condition of All National Banks, No. 152, p. 13. 
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chart (Chart II) that the fluctuations of the cash in vault of all 
the member-banks of the Federal Reserve System and of the 
cash in vault of the national banks are almost identical.” It 
should be noted that the membership of the Federal Reserve 
System comprises all the national banks and over a thousand 
state banks and trust companies,” and that all these member- 
banks hold cash on the average of 56 per cent of the total amount 


CHART II 
COMPARISON OF THE CASH IN VAULT OF ALL MEMBER BANKS OF THE FEDERAL 
RESERVE System AT DATES oF CALL WITH THE CASH IN VAULT 
OF THE NATIONAL BANKS AT DaTEs oF CALL, 1918-26 
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of money contained in all banks exclusive of the Federal Reserve 
banks. It would seem, then, that the national banks are fairly 
representative of the entire system and that we have good justi- 
fication to interpolate on the basis of their figures for money in 
their vaults at dates of call. 

But granted that we are so warranted, it remains for us to 
devise a method of interpolation. 

Our annual figures are centered in the middle of each year, 
and they therefore correspond to the national-bank figures at 
the June date of call which occur on or nearest to June 30. One 
simple method may be thus described: Compute the percentage 


* Beginning in 1918, the Federal Reserve Board has also requested all mem- 
ber-banks of the Federal Reserve System to report their condition at dates of call 
of the national banks. From June 29, 1918, to December 29, 1921, the calls on 
member-banks were not as frequent as the calls on the national banks; but from 
1923 on, the calls have been equally as frequent. Data for member-banks are 
published in the Federal Reserve Bulletin. 


™See Thirteenth Annual Report of the Federal Reserve Board (1926), pp. 
142-43, Table 76. 
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deviations of the national-bank series of June of one year (say 
1914) to the June of the next (1915), that is, calculate the per- 
centages of the other calls to the first June call; compute the 
percentage of the next figure (1915) to the first figure (1914) of 
our annual series which represents the amount of money held by 
all banks on June 30 of each year, and distribute the result in 
terms of percentages by a straight line at the various dates of 
call intervening between the two calls on a weekly basis; apply 
the percentage deviations of the national-bank series to the cor- 
responding percentages of the all-bank series; and, finally, mul- 
tiply the first figure (1914) of our annual series by the percen- 
tages thus obtained. Thus, by the last operation we obtain 
figures corresponding to the national-bank figures and in terms 
of the original unit of dollars. 

But this simple method is valid only when the rates of growth 
or decline (or for want of a better term, we may call them 
“trends” ) of the two series are approximately the same, that is, 
the trend of the national-bank series and that of the all-bank 
series from one June to the next are similar, but it is subject to 
serious objections when their trends vary, or when one trend is 
falling while the other is rising. For, if the two trends are run- 
ning in the same direction but at different rate, or if they are 
moving in the opposite directions, the trend of one series will 
modify that of the other and thus lead to questionable, if not 
spurious results. An inspecticn of the two series will convince 
one that their trends rarely coincide and not infrequently move 
in the opposite directions. It becomes patent, then, that a method 
must be found to eliminate the influence of the trend of one 
series on that of the other. 

This can be easily done by computing the percentage of the 
following June call to the previous June call of the national- 
bank series; by distributing on a straight line on a weekly basis 
the percentage thus obtained at other dates of call intervening; 
by dividing the percentage deviations or the percentages of the 
other calls to the first June call of the original national-bank 
series by the trend or percentages distributed on a straight line. 
Thus, by the last operation we have a series of percentages at 
dates of call, the trend of which has been eliminated. By apply- 
ing these percentages to the corresponding percentages of the 
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all-bank series, distributed at dates of call—which is tantamount 
to the introduction of the purely fluctuating elements of the 
national-bank series into the all-bank series—we obtain a new 
series of percentages which we may apply to the annual figure 
representing the amount of money in all banks on June 30 of the 
first year and obtain a series of figures in terms of dollars repre- 
senting the amount of money in all banks at national-bank dates 
of call.?* 


* We may illustrate the foregoing method by the following example: 
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We have estimates for the amount of money in all banks at 
national-bank dates of call. Our final task is to contrive a meth- 
od by which we can secure monthly figures. 


TABLE IV 


ESTIMATED CASH IN VAULT OF ALL BANKS ON NATIONAL-BANK DaTEs 
or CALL, JUNE 4, 1913, TO DECEMBER 31, 1926* 








Date of Call All Banks Date of Call J jan Date of Call 





1917—Cont. 1921—Cont. 
meee, 8f..... 1,007 June 30.... 
Nov. 20... 1,076 Sept. 6.... 
Dec. 31 1,127 Dec. 31.. 
1918 1922 
Mar. 4....... 980 Mar. 10...... 
May 10... 1,051 May s.... 
June 29..... 899 June 30.. 
Aug. 31.. 855 
Sa 1,043 
Dec. 31.. 1,229 
1919 
Mar. 4..... 1,025 
May 12. 1,070 
June 30. | 1,000 
Sept. 12. | 1,032 
Nov. 17. 1,057 
Dec. 31. 1,195 
1920 
Feb. 28. 885 
May 4... | 1,069 
June 30. 1,054 - 942 
Sept. 8.. | S,an7 Sept. 28.. 956 
Nov. 15. | 1,072 » $8.. 1,040 
Dec. 29. . | 1,084 ' 
1921 oe 992 
- eee 967 — 978 
June 20... Apr. 28......} 1,098 Sr 861 




















* These figures are interpolated by the method described above. It should be noted that the 
figures on or about June 30 are those of our annual estimates of the amount of money in all banks. The 
accompanying chart (Chart IIT) demonstrates the similarity of the behavior of the interpolated and 
the actual national bank series. 











With our estimates at national-bank dates of call, we can of 
course compute monthly figures by means of simple straight-line 
interpolation. This method is satisfactory when the calls are 
frequent. And when to the frequency of calls is added the con- 
dition of a long period under interpolation with dates of call 





Millions of Dollars 
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varying from year to year, it becomes particularly applicable.” 
But this method is highly questionable when the calls are far 
apart, as in 1923-25 when there were four calls each year and 
in 1926 when there were only three. 

Since December, 1917, the Federal Reserve Board has se- 
cured and published in its monthly bulletins weekly data con- 


CHART III 


COMPARISON OF THE ESTIMATED CASH IN VAULT OF ALL BANKS AT NATIONAL BANK 
Dates oF CALL WITH THE AcTUAL CASH IN VAULT oF NATIONAL 
BANKS AT DATES oF CALL, 1914-26 


Cash in vault of all Banks at National Bank 
Dates of Call (estimated) 


Cash in vault of Nationa! 
at Dates of Cail ( actual) 


IQI4 1915 1916 1917 1918 I919 1920 1921 1922 1923 1924 1925 1926 


cerning the condition of certain member-banks, of which there 
are now about 700, located in leading cities (central reserve, 
reserve, and other cities).** On the accompanying chart (Chart 
IV) the estimated cash in vault of all banks at national-bank 
dates of call and the actual cash in vault of the 700 reporting 
member-banks at dates (of call) nearest to the national-bank 
dates of call are plotted. A study of the two curves will show 
that while there is marked disagreement in some years, as in 
1921-22 and in the last half of 1926, there is, on the whole, a 
fair degree of correspondence in their fluctuations and ampli- 

* A long period with frequent calls varying from year to year is desirable 


because the errors involved in straight-line interpolation will cancel out and the 
seasonal elements in the interpolated data will be retained. 


™ See letter from the Federal Reserve Board requesting reports for the first 
time (Federal Reserve Bulletin, IV (1918), 61). 





180 Y. S. LEONG 


tudes, despite the fact that their dates are not identical. It is 
therefore deemed wise to interpolate monthly figures on the basis 
of the cash in vault of the 700 reporting member-banks for the 
years 1918-26. 

The method of interpolation is similar to that employed in 
interpolating figures at dates of call of the national banks. Since 
the 700 members report regularly once a week to the Federal 
Reserve Board, it is but an adventitious occurrence that the call 


CHART IV 


COMPARISON OF THE ESTIMATED CASH IN VAULT oF ALL BANKS AT NATIONAL BANK 
DATES OF CALL WITH THE AcTUAL CASH IN VAULT OF 700 FEDERAL RESERVE 
MEMBER BANKs IN LEADING CiTrEs AT Dates NEAREST TO THE NATIONAL 
BANK DATEs oF CALL, 1918-26. 


1600 
1400 
1200 [- 
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) 
S00 . Cash im vault of all Banks 
(estimaved) 


600 -}—— 


Cath im vault of 700 FR member Banks 
l r in leading Cities ( actual! ) 


400 fh 


| 
200 L__| 


1918 1919 1920 1921 1922 1923 1924 1925 1926 
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° 
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dates should fall exactly on the national-bank dates of call or 
on the first of each month, for both of which data concerning 
the cash in vault are desired. We must therefore compile data 
nearest to these dates. It becomes a simple matter now to com- 
pute the percentages of figures for other dates to those nearest 
to the national-bank dates of call. The trend between two dates 
nearest to the corresponding national-bank dates of call is then 
distributed on a straight line and on a daily basis among the 
other dates intervening, and finally eliminated by dividing the 
percentages of the original series by the corresponding figures 
of the trend as in the case of interpolating figures at national- 
bank dates of call by means of national-bank data. The trend of 
our estimated series of money in all banks at national-bank 
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dates of call from one date of call to another is computed and 
distributed on a straight line in the same way that the trend of 
the other series is distributed. By multiplying this distributed 
trend by the corresponding figures of the reporting member-bank 


TABLE V 
EsTmMATED CASH IN VAULT OF ALL BANKS ON THE First oF EACH 
MonTH, 1914-26, IN MILLIONS OF DoLiars* 








Month 1914 191s 1916 1917 1918 





 curecks 1,658 1,220 1,557 1,681 
Feb...... 1,671 1,267 1,582 1,709 
Mar. 1,654 | 1,309] 1,605] 1,734 
Apr... 1,651 1,325 1,571 1,738 
May.. 1,651 | 1,337 | 1,521 | 1,736 
June... , 1,651 1,403 1,506 1,620 
July. 1,652 1,467 1,491 1,507 
Aug. . 1,649 1,515 1,523 1,205 
Sept. 1,647 1,564 1,555 1,082 
Oct.. 1,627 1,584 1,581 1,026 
Nov. 1,672 1,603 1,604 1,056 
Dec... 1,450 1,589 1,636 1,088 











1923 1925 
1,084 1,015 , 1,073 1,040 
1,016 875 921 873 
991 goo 928 916 
955 943 : 879 932 
1,083 908 936 964 
977 829 931 90 
929 730 942 978 
874 807 923 929 
838 904 gor 860 
854 94° 956 874 
784 917 955 927 886 
771 874 952 | 1,019 930 807 
































are obtained by quiee. -line interpolation for the years 1914-17 and by a more 
rt 


cpa ated method, described above, for the years 1918-26. This series representing the cash in vault 
- OC eae, ean with the actual series of the cash in vault of the 700 reporting member-banks, is 
series, from which the trend has been removed, we have a set of 
percentages, which, when successively applied to our estimated 
figures on national-bank dates of call, give us an estimate of 
the amount of money in all banks outside of the Federal Reserve 
banks on the first of each month. We are forced, however, to re- 
sort to straight-line interpolation for our monthly figures for 
the years 1914-17. Here we are perhaps not unwarranted in 
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our assumption of a straight line, for there were six calls yearly 
throughout the period, or, on an average, two months between 
calls. 

We are now ready to make monthly estimates for the 
amounts of money in the federal treasury, in all banks including 
the Federal Reserve banks and in general circulation. 


CHART V 
COMPARISON OF THE EsTIMATED CASH IN VAULT oF ALL BANKS EXCLUSIVE OF THE 
FEDERAL RESERVE BANKS WITH THE ACTUAL CASH IN VAULT OF 700 FEDERAL 
RESERVE MEMBER BANKS IN LEADING CITIES, ON THE First Day or Eacu 
Monts; ALL BANK FiGurEs, 1914-26; MEMBER BANK FicurREs, 1918-26. 


Cath m veut) in ai 
caa5 cat mated 


Money (Cash \« vast) in 700 f. R. Member 
Banks in leading cities. 


= 
° 
a 
_— 
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1914 1915 1916 1917 1918 I919 1920 1921 1922 1923 1924 1925 1926 


Previous to July 1, 1922, the monthly circulation statements 
of the Treasury Department give us figures as of the first of each 
month for the “general stock of money in the United States,” 
“money held in the Treasury as assets of the government,” 
“money held for the Federal Reserve banks and agents against 
Federal Reserve notes,”** and “money in circulation.” “Money 
in circulation” includes money held by the public, the reporting 
banks, and the Federal Reserve banks exclusive of the amounts 
held for them against Federal Reserve notes. We have already 
estimates for the amount of money in all except the Federal Re- 
serve banks. Since the figures for the amount of cash held by the 
Federal Reserve banks are not given in the circulation state- 
ments, it is necessary that we compile them from the Federal 


™ Figures were first given in March, rors. 
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Reserve Bulletin. For the period between April, 1915, and 
March, 1917, we must tabulate them directly from the summary 
statements of the Federal Reserve banks at dates nearest to the 
first of the month. By adding these figures thus derived, to the 
corresponding figures which appear in the circulation state- 
ments as money held for the Federal Reserve banks and agents, 
we obtain the amount of money held by and for the Federal Re- 
serve banks and agents. For the period between April, 1917, and 
June, 1922, monthly figures for the amount of money held for 
and by the Federal Reserve banks and agents are borrowed di- 
rectly from the Federal Reserve Bulletins.** Since July 1, 1922, 
the form of the circulation statement has been revised. The gen- 
eral stock of money in the country is divided into “money held in 
the treasury” and “money outside of the treasury.” Included in 
the former are “money held in trust against gold and silver certifi- 
catesand treasury notes of 1890,” “money held as reserve against 
United States notes and treasury notes of 1890,” “money held 
for the Federal Reserve banks and agents,” and “all other mon- 
ey.” Money outside of the treasury consists of amounts held by 
the Federal Reserve banks and agents and the public. In this 
revised statement “money held in trust against gold and silver 
certificates and treasury notes of 1890” is counted twice—once 
in the treasury as either gold which is held dollar for dollar to 
secure gold certificates or in standard silver dollars which are 
likewise held dollar for dollar to secure silver certificates or 
treasury notes of 1890—and again outside of the treasury in the 
forms of gold and silver certificates and treasury notes of 1890. 
We must therefore omit this item of “money held in trust against 
gold and silver certificates and treasury notes of 1890” from 
consideration, The amount of money held as “reserve against 
United States notes and treasury notes of 1890” plus “all other 
money” make up what was known in the old form of the state- 
ment as “money held in the treasury as assets of the govern- 

™ Beginning in the June issue (1918) tables showing the general stock of 
money in the United States, the amounts held by the federal treasury, by and for 
the Federal Reserve banks, and by the public are published monthly. For an ex- 


planation regarding the construction of these tables, see Federal Reserve Bulletin, 
IV, 506. 
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TABLE VI 


ESTIMATE OF THE AMOUNTS OF Money HELD BY THE FEDERAL TREASURY, 
THE BANKS, AND THE PUBLIC ON THE Fimst oF Eacu 
MONTH, 1914-26, IN MiLLions oF DoLtiars* 








In the Outside 
Treasury of the 
as Assets | Treasury 


(x) (2) (3) (s) (6) 





3,775 328 3,447 -| 1,658 | 1,658 
3,765 323 3,442 |........] 1,671 | 1,671 
3,768 318 3,450 |........] 1,654] 1,654 
3,774 324 3,450 +--+] 1,65r |] 1,651 
3,790 314 3,476 |........] 2,651 | 1,651 
3,779 299 3,480 |........] 1,651] 1,651 
35739 319 3,420 |.. -| 1,652] 1,652 
3,736 368 3,368 1,649 | 1,649 
3,820 341 3,479 |..------] 1,647 | 1,647 
4,038 343 3,695 ...| 1,627] 1,627 
4,955 340 3,715 1,672 | 1,672 
4,031 401 4 eee 1,450 


3,972 427 35545 |..-.--.-] 1,220] 1,220 
3,926 442 3,484 1,267 | 1,267 
3,898 414 3,484 |........] 1,309 | 1,309 
3,918 398 3,520 1,325 | 1,625 
3,911 372 35539 1,337 | 1,648 
3,923 337 3,586 1,403 | 1,747 
3,997 337 3,660 1,467 | 1,853 
4,010 359 3,651 1,515 | 1,901 
4,062 339 35723 1,564 | 1,962 
4,171 312 3,859 1,584 | 2,027 
4,249 292 3,957 1,603 | 2,099 
4,329 293 4,036 1,589 | 2,144 


4,402 290 | 4,112 1,557 | 2,139 
4,418 278 4,140 1,582 | 2,190 
sesess] fy 382 279 4,103 1,605 | 2,159 
Ser ae 282 4,091 1,571 2,115 
ee ee 288 4,080 1,521 2,036 


























* Columns (1) and (2) are compiled from the monthly circulation statements of the Treasury 
Department. Since July,1, 1922, when the form of the statements was altered, column (2) has been 
made up of the sums of “money held as reserve against United States notes and treasury notes of 1890” 
and “all other money.”” Column (3) is obtained by subtracting from the figures in column (1) the figures 
in column (2). Column (4) is compiled in the followi 
it is made by adding to the “money held for the Federal Reserve banks an 


manner: From April 1, r915, to March 1, 1917, 
d agents” which appears 
in the circulation qriementy, Oe money held by the Federal Reserve banks, which is tabulated from 


the Federal Reserve Bulletin. ¢ figures for the period between April 1, r917, and June 1, 1922, are com- 
iled directly from tables which onpeer monthly in the Federal Reserve Bulletin under the rubric “money 
Id by the Treasury, the Federal Reserve banks, and the general public.” Since July 1, 1922, the fig- 
ures have been the sums of the “money held for the Federal Reserve banks and agents”’ by the Treas- 
ury and the “money held by the Federal Reserve banks”; both items are published in the circulation 
statements. Column (5) is borrowed from the preceding table: “Estimated Cash in Vault of All 
Banks.” Column (6) is made by adding to the figures in column (5) the corresponding figures in column 
(4). The money in circulation in the last column (7) is obtained by deducting the figures in column (6) 
from the corresponding figures in column (3). 
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TABLE VI—Continued 








Federal including |,f 
Reserve | Banks | Federal 

Reserve 
Banks 
(4) (6) 





2,061 
2,084 
2,079 
2,105 
2,185 
2,255 
2,347 


2,445 
2,559 
2,591 
2, 

2,769 
2,648 
2,788 
2,691 
2,456 
2,455 
2,602 
2,735 


2,851 
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TABLE VI—Continued 








In the Outside 
Treasury of the 
as Assets | Treasury 


(3) 
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TABLE VI—Continued 
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TABLE VII 


DISTRIBUTION OF THE MONETARY STOCK OF THE UNITED STATES AMONG THE 
FEDERAL TREASURY, THE BANKS, AND THE PUBLIC ON OR ABOUT 
THE Frrst oF Each Monrds, 1914-26 






































ERC 
PERCENTAGE OF THE TOTAL eS at pees ean 
Stock HELD By THE— Treasury HELp Herp sy— 
BY THE— 
YEAR AND Z 
MonTHe All Banks The 
Treasury Banks Public Banks Public wy _— Federal 
Reserve 
Reserve | “Banks 
Banks 
(1) (2) (3) (4) (s) (6) (7) 
1914 
aaa 8.7 43.9 47.4 48.1 i Ci civiacmeckhoes 
Feb. 8.6 44.4 47.0 48.5 2 yg aes . 
Mar. 8.4 43.9 47-7 47-9 a eee me Oe 
Apr. 8.6 43-7 47.7 47-9 Be Biccseeue mer 
May 8.3 43.6 48.1 47-5 i Saar dake 
June 7.9 43-7 48.4 47.4 OS 2 eae ee 
July. 8.5 44.2 47-3 48.3 er. eee 
Aug. 9.9 44.1 46.0 49.0 Gaareeee Seri 
Sept | 8.9 43.1 48.0 47-3 eS = Oa Sar 
Oct.. 8.5 4°.3 51.2 44.0 i ae eee ree 
Nov. 8.4 41.2 50.4 45.0 Ee Se 
Dec. . 9.9 36.0 54.1 39.9 <2 aa Sa 
1915 
Jan. 10.6 30.8 58.6 34.4 ? 2 Saar 
Feb. 11.3 32.3 56.4 36.4 te See 
Mar. 10.6 33.6 55.8 37.6 Be Besenaxte oa 
Apr. 10.2 41.5 48.3 46.2 53.8 81.5 18.5 
May 9.5 42.1 48.4 46.6 53-4 81.1 18.9 
June 8.6 44.5 46.9 48.7 51.3 80.3 19.7 
July 8.4 46.4 45.2 50.6 49.4 79.2 20.8 
Aug. 9.0 47-4 43.6 52.1 47.9 79-7 20.3 
Sept. | 8.3 48.3 43-4 52.7 47-3 79-7 20.3 
Oct.. i ¥.s 48.6 43-9 52.5 47-5 78.1 21.9 
Se 6.9 49.4 43-7 53.0 47.0 76.4 23.6 
ae 6.8 49.5 43-7 53.1 46.9 74.1 25.9 
1916 
er 6.6 48.6 44.8 52.0 48.0 72.8 27.2 
rer 6.3 49.6 44.1 52.9 47.1 72.2 27.8 
Mar 6.4 49.3 44.3 52.6 47-4 74.3 25.7 
sane 6.4 48.4 45.2 51.7 48.3 74.3 25.7 
ay... 6.6 46.6 46.8 49-9 50.1 74.7 25.3 
June... 6.4 47.1 46.5 50.3 49.7 73-1 26.9 
“ee 6.6 46.6 46.8 49.9 50.1 71.5 28.5 
peer 8.2 45-9 45.9 50.0 50.0 73.3 26.7 
Sept 7.6 46.0 40.4 49.8 50.2 73-9 26.1 
Oct.. 6.9 46.5 46.6 50.0 50.0 72.4 27.6 
a 6.7 47.2 46.1 50.6 49.4 71.1 28.9 
Es np 0nnn 6.2 48.4 45.4 51.6 48.4 69.7 30.3 
1917 
ow eee > 6.0 48.8 45.2 51.9 48.1 68.8 31.2 
a 5.5 50.7 43.8 53-7 46.3 66.8 33.2 

















MONEY IN CIRCULATION IN UNITED STATES 





TABLE VIiI—Continued 


189 























PERCENTAGE OF THE PERCENTAGE OF TEE 
Peer mes Page Ooreme ce 7 Sroce ar ras ames 
# BY THE— 
YEAR AND 
Monts All Banks The 
Treasury | Banks | Public | Banks | Public |Sther than) Federal 
Reserve Reserve 
Banks Banks 
(x) (2) (3) (4) (s) (6) (7) 
1917—Conl 
5.0 50.3 44.7 53.0 47.0 66.9 33.1 
Apr. | 4.9 50.8 | 44.3 53-3 | 46.7 | 64.5 35-5 
May | 4.9 51.1 44.0 53.8 46.2 62.7 37-3 
June 4-5 48.8 46.7 51.1 48.9 61.2 38.8 
July. 4.6 50.9 44.5 53-3 46.7 54.1 45-9 
Aug. 4.5 48.8 46.7 51.1 48.9 48.1 51.9 
Sept. | 4.6 44.6 50.8 46.8 53.2 44.1 55-9 
Oct.. | 4-3 43.9 51.8 45.9 54.1 41.8 58.2 
Nov | 4.2 45.1 50.7 47.1 52.9 40.6 59.4 
_ Serre 4.1 45.4 50.5 47-3 52.7 39.8 60.2 
191 
Jan. 4-4 45.6 50.0 47-7 52.3 39-5 60.5 
Feb. 5.4 45.6 49.0 48.2 51.8 34.9 65.1 
Mar. 5.2 44.2 50.6 46.6 53.4 34.9 65.1 
Apr 5.2 44.4 50.4 46.9 53-1 34.9 65.1 
May 4-9 45.1 50.0 47-4 52.6 35-3 64.7 
June 5-3 44.6 50.1 47.1 52.9 32.7 67.3 
July....... 5-3 | 43-3 51.4 | 45-7 54.3 30.8 | 69.2 
AM...... 5-7° | 42.3 52.0 44.9 55-1 29.7 70.3 
Sept 5.2 41.2 53.6 43-5 56.5 29.2 70.8 
Oct. 5.1 40.8 54.1 43.0 57.0 30.8 69.2 
Nov 5-3 41.7 53.0 44.1 55-9 32.9 67.1 
eer 5.4 42.2 52.4 44.6 55.4 34-3 65.7 
1919 
| ae 5.8 44.3 49.9 47.1 52.9 35.6 64.4 
, ee 6.4 43.1 50.5 46.1 53-9 31.4 68.6 
Mar. 7.2 41.9 50.9 45.1 54.9 31.5 68.5 
er 7-3 42.6 50.1 45.9 54.1 32.1 67.9 
May. 7.3 42.6 50.1 45.9 54.1 31.7 68.3 
June. 7.4 42.6 50.0 46.1 53.9 31.4 68.6 
July. 7.6 41.7 50.7 45.2 54.8 31.6 68.4 
Aug. 7.8 41.4 50.8 44.9 55.1 31.2 68.8 
Sept. 8.1 40.6 51.3 44.2 55.8 31.7 68.3 
Oct... 8.0 40.1 51.9 43.6 56.4 32.1 67.9 
Nov 7.8 39.9 52.3 43-3 56.7 32.3 67.7 
ee 7-9 39.3 52.8 42.7 57-3 34.8 65.2 
1920 
Jan.. 7.6 40.7 51.7 44.0 56.0 36.9 63.1 
8.1 37-9 54.0 41.2 58.8 31.5 68.5 
ae 7.0 36.7 56.3 39.5 60.5 30.9 69.1 
Apr.. 6.5 37-7 55.8 4°.3 59.7 32.2 67.8 
May 6.3 | 38.4 55-3 | 41-0 | 59.0 | 33.7 | 66.3 
June..... 5.9 39.0 55.1 41.4 58.6 34.6 65.4 
July 6.1 39-0 | 54.9 | 41-6 | 58.4 | 34.3 | 65.7 
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ment.” By adding the amounts held in the treasury for the Fed- 
eral Reserve banks and agents and those held by the Federal 
Reserve banks and agents we determine the amount of money 
in the possession of the Federal Reserve banks. 


NOTE 


A comparison of Chart VI on which money in circulation, money in all 
banks, including the Federal Reserve banks, and money in the Federal Re- 
serve banks are plotted, with Chart V is interesting. Chart V indicates that 
money in all banks sustained a drop in 1914-15. A recovery followed until 
1917, when it once more dropped to a low level, from which it has never re- 
covered. Since the attainment of the lower level in 1917, the trend of the 
series has been slightly downward. A slight decline is observable in 1921-22. 
Chart VI shows that money in all banks, including the Federal Reserve 
banks, was on a rising trend from 1915, when the Federal Reserve System 
was inaugurated, to 1924, when a decline was experienced. There was a de- 
crease during the depression of 1919-20 from which it soon recovered, how- 
ever. It is interesting to observe that while money in all banks was on a de- 
cline in 1921-22 (Chart V), money in all banks, including the Federal Re- 
serve banks, was rising from a decrease in 1919-20 (Chart VI). A study of 
the curve for money in all banks and the curve for money in the Federal Re- 
serve banks will show that the trend of the all-bank series is determined in a 
large part from 1915 to 1917 and entirely since by money in the Federal 
Reserve banks. Since July, 1917, the greater proportion of the money in all 
banks is held by the Federal Reserve banks. Data for the Federal Reserve 
banks, it should be remembered, are not estimated but compiled directly 
from official sources. This being true, it becomes evident that errors which 
might have been made in the process of interpolation would be relatively 
minimized. Moreover, the relative importance of any error would be further 
reduced by the fact that the monetary stock which is derived from official 
documents and from which we deduct the money held by the Treasury and 
the banks to obtain figures for money in circulation is a far larger total com- 
pared to the estimated figures for money in all banks. The results for 1914- 
17 are less reliable. In the first place the figures are made by straight-line in- 
terpolation; and in the second place, because of the fact that the banks were 
then carrying the greater part of their reserves in their vaults, the estimated 
elements must of necessity be larger. 


Y. S. LEonc 


Cotumsia UNIVERSITY 





PRICE COMPETITION IN THE COMMERCIAL 
PRINTING INDUSTRY OF CHICAGO 


RICE competition that exceeds the limits of reasonable- 

ness in the opinion of the industry is an old problem to the 
commercial printers. In 1839, a few years after the Chi- 

cago industry had its start, according to the reminiscences of an 
old journeyman there was found an “insane system of opposition 
and competition which has well nigh ruined the printing busi- 
ness.”’ Complaints of price-cutting and unhealthy competition 
were frequent in the early trade journals, and recur today in 
every discussion of the problems of the industry. Efforts of em- 
ploying printers to find a means to control this problem explain a 
considerable part of the trade association history of the industry. 
The book and job or commercial printing industry is highly 
competitive. There are in Chicago nearly 1,500 printing and 
book-binding plants, the majority of them small.* In 1928 it was 
said that only 126 plants had a mechanical pay-roll of $1,000 a 
week or more.* In an industry of small plants and of skilled work- 
ers, many journeymen become employers, and accordingly pro- 
prietors in large numbers have a background of craft rather than 
business experience. Poor business methods are widespread as a 
result. An excess of productive capacity above what can be prof- 
itably utilized is characteristic of the industry during long per- 
iods. The product, for the most part made to order and unstand- 
ardized, is largely sold in the local market, although wider com- 
petition is of increasing importance, particularly in the case of 
large contracts. Under such conditions there is a tendency to- 


* Gersh Martin, “Early Journalism and Printing in Northern Illinois,” Rounds 
Printers Cabinet, April, 1879, p. 2. 

* United States Census of Manufactures (1925), pp. 1230-31, 1390-91. In the 
United States in 1925, 45.5 per cent of the book and job plants had a value of prod- 
ucts of from $5,000 to $20,000, and 38.9 per cent of from $20,000 to $100,000. 
Only 2.6 per cent of the plants had a product of $500,000 or more in the year, but 
these plants were responsible for 37.6 per cent of the total product. 


* Printing, April 7, 1928, p. 47. 
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ward price-cutting which reaches cutthroat intensity in periods 
of depression. 

Two other factors complicate the situation in Chicago. In 
contrast with the other leading printing center, New York, where 
periodical printing dominates the situation, Chicago has a greater 
diversity of printing products. Periodical-printing, catalogue 
work, color-printing, trade composition, law-printing, railroad 
tariff work, edition and blankbook-binding, as well as commercial 
printing, all are important. The divergent interests of the various 
groups of printers, some of whom operate regularly and others on 
a highly seasonal schedule, some with one department dominant 
and others another, some competing widely and others within a 
small group, all make it more difficult to secure general co-opera- 
tion on business problems in the industry. The second factor, aris- 
ing largely from the first, is the division of the industry on labor 
policy. An open-shop movement that began in 1905 was extended 
after the labor controversies of 1921 and 1922 until, except for 
the composing rooms, which were still largely controlled by the 
Typographical Union, the larger part of production was carried 
on under open-shop conditions. Substantial gains by the press- 
men’s and bookbinders’ unions in 1929 leave the industry still 
divided on labor policy. This division among the employers has 
made more difficult the problem of trade organization. The Chi- 
cago industry has had to seek a method that would protect the 
divergent interests of various groups of employing printers, at the 
same time that it would promote co-operation on common prob- 
lems. 

In meeting the problem of competition, throughout their ex- 
perience of nearly a century, the Chicago employing printers 
have used three main methods of attack. Control by definite 
price agreements was the first method attempted; education in 
cost-finding methods was the second; and a more general pro- 
gram of education in the industry, drawing upon both earlier 
methods for material, was the third. All three methods have been 
supported by a general code against price-cutting. 

In the first two decades of the Chicago industry the elements 
of the competition problem were already present. In 1837 John 
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Wentworth, printer, wrote of the printer who had established a 
second shop, “Davis wants me to form a sort of union with him 
about prices, but as he daily violates the rules already agreed to, 
I shall have no more to do with him.’* United action was difficult 
though there were only two competitors. Two years later these 
competitors were to advertise a new company as “rats” for cut- 
ting prices to get business, but the lowering of prices and wages 
continued during the depression of the forties.° The lack of sta- 
bility led to an organization movement of the journeymen and 
the announcement of a scale of prices, or wages, by the Printers’ 
Union in 1850.° 

No concerted action of the employing printers to stabilize the 
industry is recorded, however, until the Civil War period. On 
several occasions when union wage scales were increased during 
this period, the employing printers issued price lists. The first 
was “unanimously adopted by the book and job printers of Chi- 
cago, to take effect and be binding on and after December 25, 
1862,” while another is known to have been adopted in 1867 by 
the Employing Printers’ Association.’ These price lists were 
adopted by informal meetings of employing printers who decided 
upon what they considered a fair list of prices, according to the 
experience of the group, and agreed to maintain those prices. 
Since the products were made to individual order and were un- 
standardized, prices were in the form of rates per thousand ems 
or per page for composition on various types of work, or at flat 
rates for handbills, cards, checks, or other more standard prod- 
ucts, while presswork was charged at rates per token, or 240 
sheets, on different presses. 

Evidence on the success of these first price agreements in 
regulating competition is conflicting. One journal said later that 
they had been generally observed by the best houses, but another 
spoke of the “ruinous prices at which printing was done in Chi- 


* Chicago Times, June 21, 1874, p. S. 

* Martin, loc. cit. 

* Chicago Daily Journal, November 30, 1850, p. 3; December 2, 1850, p. 2. 

" Printers’ Circular, January 1, 1867, p. 149; Ben Franklin Monthly, Janu- 
ary, 1910, p. 12. 
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cago before the fire.”* Many old-time printers have testified that 
such agreements were never more than temporarily successful. 
Sooner or later “exceptional cases” led to underbidding and a 
general breakdown of the agreement. But during the prosperity 
and high prices of the Civil War period, agreements to maintain 
prices seem to have been more successful than was possible later 
when conditions were more difficult and the number of competi- 
tors was greater. 

In the depression of the seventies price agreements failed 
completely. Through a period of “ruinous price-cutting” the 
master printers were unable to maintain any scale of prices or 
reach any agreement for their own protection.’ Almost the only 
element of stability was found in the union wage scales, but even 
these were suspended for considerable periods. 

During this time when price agreements were no longer feasi- 
ble, discussion was turning in a new direction. Determining costs 
of production, proper estimating, and including a fair margin of 
profit began to be urged as the solution for the problems of the in- 
dustry. In the earlier days of very simple machinery, wages had 
been the largest element in costs. In the eighties, however, me- 
chanical development was proceeding rapidly, and printing was 
increasingly to become a machine industry with large overhead 
costs. With the rise of importance of overhead costs came an in- 
tensification of competition and a growth of interest in possible 
ways of controlling the problem. Study of costs appeared a prom- 
ising method. The employers, moreover, were now realizing the 
need for organization to deal jointly with their problems, to co- 
operate to prevent price-cutting, and to disseminate information 
on business matters, as well as to act jointly on labor questions. 

Up to this time there had been found no force sufficient to 
bring into cohesive and lasting organization the numerous indi- 
vidualistic units that made up the book and job printing indus- 
try in Chicago. Groups of employers had come together at vari- 
ous times, but only to deal with temporary situations. Discussion 
of the need for organization was current in the eighties, however. 

* Rounds Printers Cabinet, October, 1876, p. 2; Chicago Specimen, January, 
1872, p. 3. 

* Rounds Printers Cabinet, January, 1874, p. 4. 





198 EMILY CLARK BROWN 


The New York book and job printers and the employers in some 
of the allied trades in Chicago were already organized. The Chi- 
cago printers were ready for an organization movement when in 
1887 a labor emergency gave the needed impetus. The threat of 
the nine-hour day, demanded by Chicago Typographical Union 
No. 16, brought leading employing printers of Chicago together 
to organize the Chicago Typothetae in February, 1887. In the 
fall of that year they joined with printers of other cities in or- 
ganizing the United Typothetae of America. While it required 
the threat by the journeymen of a national movement for shorter 
hours to bring the employing printers together permanently, both 
nationally and in Chicago, the associations lasted, and when the 
labor emergency was over increasingly turned their attention to- 
ward problems of costs, credits, and other matters of business in- 
terest.*° 

In the association movement of 1887 the industry was turn- 
ing toward the second method of controlling competition, by the 
study of costs. The uncertain state of knowledge as to cost of 
production was however very apparent. The first cost committee 
recorded in Chicago was appointed by the Typothetae in 1888, to 
“ascertain as near as possible the cost of printing.”” After months 
of work without arriving at a satisfactory conclusion, the com- 
mittee reported estimates of the cost of composition and press- 
work, arrived at by dividing the estimated cost of operating a de- 
partment for a day by the total number of hours of operation. 
For presswork a scale was recommended, 


one we should get if we wish our business to be successful and can get if we 
insist upon it The scale is not intended as a combine in any sense, or 
binding on any member. It is merely information which experience and a 
thorough canvas of the subject has enabled your committee to give the so- 
ciety. 


These reports were recommended to members as a basis for esti- 
mating prices."' A current journal commented caustically, saying 


* Minutes, Chicago Typothetae, February 14, 1887, and meetings following. 
The New York society organized in 1862 adopted the name Typothetae. Derived 
from the Greek roots for “letter” or “type” and “to place,” it was applied by Fred- 
erick III of Germany to the printers of that country in the fifteenth century. 

™ Ibid., December 6, 1888, October 3, 1889, March s—June 4, 1891; Ben 
Franklin Monthly, January, 1910, pp. 12, 19. 
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that the scale had been “accepted—not adopted, as the Chicago 
Typothetae has a comfortable habit of accepting such sugges- 
tions as these, leaving its members free to follow their own judg- 
ment.” While the cost reports were said to have been used by 
some firms, and to have proved advantageous to them, they were 
never generally adopted and put into practice in pricing.” 

In 1891, a Code of Ethics was adopted by the United Typoth- 
etae of America, stating the printers’ duty to themselves, to each 
other, to workmen, and in regard to prices and estimates. On the 
vital question of prices, the principles that are still the officially 
accepted ethics of the industry are laid down unequivocally. The 
fair price, it is agreed, is one that covers all items of cost plus a 
profit. 


Every printing establishment should have a perfect system of ascertain- 
ing the actual cost of every job. It is only in this way that the business can 
hope to be relieved from the deleterious effects of guess prices 
Never under any circumstances should the minimum cost plus a fair profit 
be departed from. We should feel here a double restraint; in the first place 
to cut cost is foolish; in the second place it is wrong.** 


Any cutting of prices, then, is unethical. This standard was ac- 
cepted by the Chicago Typothetae. While it has undoubtedly ex- 
erted influence by setting up a criterion of conduct, it is evident 
that the industry in Chicago as elsewhere considers it rather a 
counsel of perfection than a practical guide to business action. 
Prices have continued to be cut in the exigencies of business 
struggles, in spite of universal lip service in the trade press and 
on convention platforms to the principle that the only fair price 
is the cost-plus-profit price. 

The long depression following the panic of 1893 proved a 
serious strain on any such ethics. Price-cutting was widespread 
in the demoralized industry. The Chicago Typothetae, moreover, 
although it had in its membership many large plants, had little in- 
fluence among the many medium and small plants. A movement 
for a broader organization, started by Typothetae members, met 
enthusiastic response. As a result the Master Printers’ Associa- 

™ Printers’ Album and Electrotyper, September, 1892, p. 3; Minutes, Chi- 
cago Typothetae, February 4, 1892. 

* United Typothetae of America, Code of Ethics, Clauses 5, 7, 16. 
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tion was organized, with plans to establish a minimum scale of 
prices for composition and presswork, to promote knowledge of 
costs and a uniform system of estimating, and to deal with other 
business problems. 

A committee of the new organization, appointed to investi- 
gate the reason for differences in bids, made a report on the actual 
cost of printing which was a surprise to members. In 1895 a set 
of minimum prices for various types of work was adopted and 
widely distributed, in the hope of stabilizing prices. But the de- 
pression continued. In the winter of 1894-95, to make matters 
worse, the newspapers changed from hand to machine composi- 
tion, thus swelling the number of unemployed compositors. A 
new flock of little shops sprang up to increase jobwork competi- 
tion. Control of the members of the association was impossible. 
Although the price lists may have had some influence, the agree- 
ments were violated and price-cutting continued. In 1896 print- 
ers took a melancholy pleasure in looking at the price lists that 
they had hopefully agreed to only the year before. Long before 
the depression lightened late in the nineties, the Master Printers’ 
Association had disappeared, its efforts at price maintenance a 
failure. The Typothetae had managed to keep together only a 
small organization which was perpetually in debt and unable to 
do effective work.** 

When business finally improved, times seemed propitious for 
the master printers to better their competitive position. As it 
proved impossible to secure an agreement on prices within the 
Typothetae, leaders looked for some other practicable plan. The 
Board of Trade plan, which was proving effective in reducing 
price-cutting among master printers in a number of cities, offered 
a solution of the problem. In modified form it was adopted in 
Chicago in 1899 by eighteen large plants, all but one of which 
were members of the Typothetae. Through the new organization, 
the Master Printers’ Association, an agreement was made on 
rates for large commercial work, based on reports of costs, and on 
a uniform system of estimating. All estimates were checked by 
the secretary, a full-time, paid officer, to see that specifications 

“ Inland Printer, May, 1894—September, 1806; Minutes, Chicago Typothe- 
tae, 1895-09. 
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were uniform and that the standard method of estimating and the 
agreed prices were used. When a price had been checked, it be- 
came a minimum which was protected from underbidding by any 
other member. On certain periodicals already under contract, 
which were listed with the secretary, members were protected 
from underbidding for at least a 5 per cent range in price. No 
penalties were provided, however. Violations occurred on occa- 
sion, but the plan had considerable influence toward stabilizing 
on a higher level the prices on large commercial work. 

The Master Printers’ Association later broadened its work to 
more general educational efforts. Bulletins sent to every book 
and job printer in the city discussed competitive conditions, re- 
ported on average hour costs, and urged the trade to adopt cost 
finding systems and to follow the prices agreed upon by the As- 
sociation. As an organization for price maintenance, however, 
the Association could no longer be successful. By 1906 the num- 
ber of big establishments which could offer serious competition 
had increased until it was impossible to exert the control over 
large contracts that had been feasible earlier. In addition, al- 
though there were no penalties for violations of the agreement, 
the legality of such arrangements began to be questioned. This 
small group of important competitors during a period of prosper- 
ity found considerable success in price maintenance efforts. But 
as conditions changed their movement was supplanted by a new 
movement that was to promote scientific methods of cost-finding 
and by its educational program lay a firmer foundation for gen- 
eral advance in the industry.** 

Efforts of the employing printers during this period to sta- 
bilize the industry by price agreements had little success. A new 
element that developed during this time, however, the union wage 
contract, had considerable effect in this direction. Wage agree- 
ments by 1896 established a wage scale and the eight-hour day 
for all machine composition on the newspapers and in leading 
job houses in Chicago. In 1895 the edition bookbinders, at that 
time a group of highly skilled and well-organized hand-workers, 

* American Printer, May, 1900, p. 148; Inland Printer, December, 1899, p. 
401; March, 1900, p. 845 ; November, 1900, p. 324; January, 1904, p. 586; August, 
1906, p. 662. 
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secured an agreement from the employing bookbinders, who wel- 
comed a uniform wage scale in their efforts to reduce the price- 
cutting that was ravaging the industry. Whatever tended to 
make costs plain, they thought, would tend to reduce undercut- 
ting of prices.** Until the coming in of machines in the edition 
shops weakened union control over the labor supply, this agree- 
ment and a similar one that followed it were helpful. 

Another union controlled the supply of blankbook-binders 
with some effectiveness at this time, and was able to enforce a 
uniform wage scale. The Chicago Typothetae finally made a con- 
tract with this union, in 1903, and agreed to enforce the wage 
scale uniformly in the plants of all members. The immediate ap- 
pointment of a committee to arrange a scale of prices for blank- 
books indicates what was the chief interest of the employers 
in this agreement.** From rgo1 to 1904, in fact, the Chicago 
Typothetae made agreements with all the local printing trade 
unions. In this period of rising prices, wage increases were easily 
met, and uniform wage scales and arbitration agreements seemed 
advantageous to all as a stabilizing force. In the depression that 
followed, however, the system of agreements broke down under a 
series of labor difficulties, and the wage standards with their sta- 
bilizing influence were less generally upheld. 

The early efforts to improve competitive conditions in the in- 
dustry had been for the most part attempts to maintain prices by 
agreement. Such agreements had a limited success in the pros- 
perous years after the Civil War, failed completely in the depres- 
sion of the nineties when tried on a broad scale, and had some 
success again with a small group of competitors in 1899 and the 
favorable years that followed. But in an industry with so great a 
variety of unstandardized products and so many producers, price 
agreements proved of very limited utility. They could not with- 
stand the strain of poor times when they were most needed, nor 
could they reach the mass of printers. 

While experience was showing how narrow were the possi- 
bilities of price agreements, appreciation of the importance of 


* American Bookbinder, November, 1895, p. 101; January, 1896, p. 165. 
* Minutes, Chicago Typothetae, January 26, 1903; April 30, 1903. 
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costs and cost knowledge was growing. The Code of Ethics 
adopted by the United Typothetae of America in 1891 required 
the printer to adopt a “perfect system” of ascertaining costs. But 
lacking any generally accepted system, the associations were 
handicapped by the absence of uniformity in methods among the 
few plants that were studying their costs. Leaders of the industry 
saw more and more clearly the need for more fundamental work 
on costs. 

In 1906 the Chicago Typothetae had become a non-union or- 
ganization, confining its activities to labor matters, while the 
Master Printers’ Association was made up of a few large com- 
mercial plants. There was no association that could reach effec- 
tively the mass of printers. A group of printers then decided that 
a comprehensive organization was needed to work on cost prob- 
lems, making no attempt to fix prices or regulate labor matters. 
The industry responded to the program, and the new organiza- 
tion, the Ben Franklin Club, grew rapidly among the medium 
and small printers as well as among the large plants. Within a 
year a pioneer association leader could say that the club had done 
more for the printers of Chicago than any earlier organization of 
master printers. By 1909 there were two hundred members, rep- 
resenting it was said over 80 per cent of the equipment of the 
Chicago industry.** 

The study of costs, directed toward the establishment of a 
uniform cost system, was the backbone of the work of the Ben 
Franklin Clubs in Chicago and in other cities in which they were 
established. A cost committee in Chicago, after securing more 
than four hundred replies to a request for information from 
plants, reported a set of minimum prices that would give a small 
profit on various operations.*® Later it worked out and presented 
a complete system of cost forms, to be applicable in any office, 
and the system was installed in a number of offices to be tried out. 

The Chicago leaders were influential in calling the First In- 
ternational Cost Congress for Printers, which met in Chicago in 


* Ben Franklin Monthly, August, 1907, p. 12; October, 1908, p. 3; January, 
1909, p. 10. 


* Inland Printer, May, 1907, p. 226. 
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1909, under the auspices of the United Typothetae of America, 
the Ben Franklin Clubs, and the eastern Printers’ Boards of 
Trade. As a result of this meeting a commission was appointed 
which in 1910 submitted a standard uniform cost-finding system, 
based on the Ben Franklin Club system and one worked out by 
the eastern Boards of Trade. This system was adopted national- 
ly and became the basis of the cost education of the industry.” 

The Chicago cost committee began early to collect and pub- 
lish data on average hour costs from the offices operating its 
standard system. In 1909 it went a step farther. To make all 
printers study their own costs was proving so impossible a task 
that the committee decided upon a broader appeal, to reach those 
without cost systems. The committee said that it did not wish to 
dictate prices or urge members to do more than ascertain costs, 
believing that if they knew the cost of their product they would 
sell at a profit, but it could not refrain from stating what in its 
opinion would be a fair scale of prices per hour.” 

The next year the committee went farther in this process of 
broad education by issuing the Ben Franklin Price List, which 
was to be revised and reissued periodically for some years. 
Based on actual records of cost and production in Chicago plants, 
it gave prices for various standard job products, such as cards, 
letterheads, tags, envelopes, and statements. There was no 
agreement to adhere to these prices, nor any attempt to enforce 
them, but with the support of the Club they had some effect upon 
prices for small job work.” 

To educate the industry to ask reasonable prices, the cost 
committee first promoted the standard cost-finding system, and 
published information on average hour costs. Then to reach the 
many printers without cost systems they suggested reasonable 
hour selling rates, and published the Ben Franklin Price List for 
job work. A final step was taken when the Club voted to recog- 
nize in all estimates and charges a uniform cost rate for hand 
composition, the rate shown as the average hour cost in the first 

*” Leona M. Powell, A History of the United Typothetae of America (Chi- 
cago, 1926), pp. 76-99. 

* Inland Printer, February, 1909, p. 748. 

™ Ben Franklin Price List (1910) ; Inland Printer, April, 1915, p. 107. 
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quarter of 1911. Notice of the action was sent to every printer 
in Chicago. The Club could not enforce the use of this rate upon 
its members or the industry in general, but as part of the process 
of education in proper pricing the action was useful.” 

In addition to its work on costs, the Club attacked other 
problems, through committees on trade relations, insurance, leg- 
islation, estimating, and credits. Special groups with common 
interests organized separately under the auspices of the Club to 
study their cost problems, and in some cases adopted price lists 
and trade customs. In several outlying districts job printers or- 
ganized groups to consider their local problems. The work of the 
Club was more far-reaching and effective than had been true of 
any of the earlier organizations. 

Nevertheless, division of the industry prevented the most 
effective educational work. In addition to certain specialized 
trade groups, there were three main organizations of employers: 
the non-union Chicago Typothetae; a group of union plants or- 
ganized in 1909 for collective bargaining; and the Ben Franklin 
Club with its large membership among small- and medium-sized 
plants. Discussion was under way for five years before it was 
possible to agree upon a basis of organization to protect the in- 
terests of each group and provide for co-operation in a single or- 
ganization with a reasonable dues rate. In 1915, however, the 
old organizations were replaced by the Franklin-Typothetae of 
Chicago. The open shop and closed shop printers had separate 
autonomous divisions for full control over their special problems. 
While controversial labor matters were thus relegated to the 
groups interested, to be kept out of the main organization, on 
matters of general interest all could co-operate. 

In the prosperous years from 1916 to 1920 the hopes of those 
who established the Franklin-Typothetae were largely realized. 
While co-operation was promoted by increasing costs, prices, and 
profits, membership rose to 500 by 1920. A broad educational 
program was carried on. Costwork was the basis of activities, 
following the methods of the Ben Franklin Club. Cost systems 
were installed, composite statements of hour costs issued, and 


* Inland Printer, May, 1911, p. 268; July, 1911, p. 594. 
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cost and estimating classes organized. Nevertheless, even at the 
time of greatest organization, not more than 250 standard cost 
systems were in operation. As before, a broader educational 
campaign to reach printers without cost systems was needed as 
well as cost-finding education. Frequent discussions of competi- 
tion and price-cutting occurred, in which every effort was made to 
discourage price competition. After each wage increase notices 
were sent out suggesting the price increase needed to cover the 
greater costs. Special groups, organized to consider their prob- 
lems, in some cases adopted minimum scales of prices. From 
1919 to 1921, the Franklin-Typothetae itself issued lists of rec- 
ommended selling prices for standard operations, based on aver- 
age hour costs. No penalties were exacted for violations, but with 
the aid of prosperity and the active organization the lists were 
helpful in standardizing prices. In 1921, however, because of the 
complaint of the Federal Trade Commission against the United 
Typothetae of America, it was decided to publish only average 
hour costs.** 

Other types of activities gave service to members during 
these years. Work on credits and collections, a bookkeeping 
service, an appraisal service, and the adjustment of problems in 
the relations of printers to the supply-houses, all were useful. In 
the meantime the two labor divisions carried on their activities 
with a minimum of friction. It appeared after five years’ experi- 
ence that a satisfactory way had been found to secure general 
support for educational work on management problems in an 
industry divided by labor policy into two opposing camps. 

The test of the difficult years beginning in 1921, however, 
proved too great for this structure. The services of the associa- 
tion to its members were not so vital but that in depression the 
need for financial retrenchments brought many resignations. In 
addition, a situation strained by depression, overequipment, and 

* Minutes, Franklin-Typothetae of Chicago (1915-1921). The Federal 
Trade Commission complaint in 1919 was directed chiefly against the publication 
of the U. T. A. Standard Guide, or price list, and in the fall of 1923 a cease and 
desist order was issued. The United Typothetae of America, however, had discon- 
tinued its publication of prices in 1922. The publication of average hour costs was 


not affected by the order of the Commission, and was continued (7 ypothetae 
Bulletin, August 11, 1924, p. 195). 
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intense competition was complicated by serious labor difficulties 
in 1921 and 1922, which accentuated the divergent interests of 
various groups of proprietors. Friction among employers over 
labor questions, growth of the open shop, competitive advertising 
on the labor issue, ill-will and retaliation by the use of the cut- 
price weapon, all led to resignations, financial difficulties, and the 
final disbanding of the Typothetae early in 1924. The inability of 
divergent groups to reconcile their opposing interests and co-op- 
erate on a common program disrupted the work of years of build- 
ing an educational program in the Chicago industry. In a setting 
of overequipment, distrust, and antagonism, and lack of the re- 
straining influence of a trade association, competition then de- 
scended to cutthroat levels. A period of disorganization with an 
intolerable competitive situation followed. 

The price of disorganization was so great that in only a few 
months efforts were begun to rebuild a Chicago organization. In 
December, 1924, the Master Printers’ Federation was started 
with a nucleus of forty-one members. By 1929 the resentments of 
five years earlier had considerably faded. The Federation had 
progressed in the difficult task of re-establishing an educational 
program, and included more than 150 members, a good represen- 
tation of the larger plants, and some of the smaller shops. 

The greater interest of the employer in the problems of his 
immediate competitive group than in those of the industry as a 
whole was recognized in making autonomous groups the basis of 
organization of the Federation. Three separate groups provide 
for the large, the medium, and the small printers, while special- 
ized groups such as trade compositors and paper rulers have their 
affiliated organizations. The groups promote cost-finding in the 
plants of members and issue statements of average hour costs, 
adopt trade customs, and act upon any other special problems. 
The basic costwork is carried on by the Federation staff with the 
interests of each group in mind. 

The Master Printers’ Federation, like other associations in 
Chicago, found it an impossible ideal that every printer should 
know his own costs. Other education was needed if prices were 
to be stabilized. Accordingly, a Cost and Production Record 
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Book was published, based on the records of twenty-five mem- 
bers. Members were urged to use the book in estimating prices, 
either to check or to take the place of their own records. This was 
followed by the issuance of the Printers’ Red Book, a guide giv- 
ing costs on a variety of job products, again based on Chicago 
records, The Red Book was sent to every printer in Chicago, 
with the suggestion that it be used as a basis for selling prices. 
By the use of these two books printers without records of their 
own could profit from the experience of other plants in determin- 
ing their price policy. 

A further step in educating the industry to ask proper prices 
was taken in 1929 when the Federation voted to urge printers to 
adopt and put into effect a minimum selling rate of $4.40 an hour 
for hand composition, and of certain amounts per thousand im- 
pressions for job and automatic presswork. These rates, based 
on average costs, were adopted at group meetings and broadcast 
to the industry in the hope that printers would take the steps 
necessary to benefit from the knowledge gained from four years 
of work on costs. The Master Printers’ Federation was a local 
association, unaffiliated with any national organization. While 
in 1921 the Franklin-Typothetae had dropped its issuance of 
recommended selling prices because of the attitude of the Federal 
Trade Commission, the present association with only local affilia- 
tions believed it a permissible means of education to make defi- 
nite recommendations on prices.** 

The Master Printers’ Federation in 1929 had a sound foun- 
dation for education in the Chicago industry, based as it was on 
group organizations. In addition to the two main branches of its 
work, the fundamental education in cost-finding and the broader 
effort to make available to all printers the benefits of the knowl- 
edge gained from the study of costs and production in individual 
plants, it aided members in other ways, such as by selling waste 
paper and maintaining a credit service. Two weaknesses re- 


* Ben Franklin and Western Printing, January 1, 1925, p. 23; Galley Proof 
(bulletin of the Master Printers’ Federation) (1925-29); Printing, January 7, 
1928, p. 102; May 25, 1920, p. 45; June 22, 1929, p. 34; Master Printers’ Federa- 
tion, Cost and Production Record Book, August, 1927; Printers’ Red Book, Janu- 
ary, 1928. 
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mained, that it was not affiliated with the United Typothetae of 
America, the national trade association, and that the two local 
associations, of open-shop and union employing printers, were 
still outside. Some Chicago proprietors were therefore paying 
dues to three printers’ organizations. It was the hope of leaders, 
however, that it would be possible to bring all local employing 
printers’ associations under one roof, and secure broader support 
for the local educational program, while protecting special inter- 
ests, and at the same time to support the work of the national 
trade association. 
CONCLUSION 


In the commercial printing industry of Chicago employers 
have for nearly a century experimented with methods to protect 
themselves from undue price competition. The first method, 
price maintenance by agreement, was of very limited utility in an 
industry with so unstandardized a product and so many produc- 
ers. The second method, education in cost finding, was more 
fundamental. Following the early tentative experiments in cost- 
work, from 1910 on the fundamental attack on price competition 
promoted the use of the standard cost system in conjunction with 
an ethical standard to the effect that the only fair price was the 
cost-plus-profit price. Yet after more than twenty years of such 
a campaign in Chicago, in 1929 there were said to be not more 
than fifty standard cost systems in operation. Some plants oper- 
ated non-standard systems. A great many, however, were un- 
convinced of the value of an accurate knowledge of their own 
costs, and made no effort to acquire or base their prices upon 
such knowledge. 

The orthodox standard of reasonable competition in this in- 
dustry, that a price to be fair must always cover all costs plus a 
profit, takes no account of the fact that printing is sold in the 
market and that market prices are affected by other factors as 
well as by cost of production. While some printers claim never 
to cut prices, much more common are those who admit privately 
a frequent discrepancy between “‘cost prices” and market prices. 
Cutting of prices below the level demanded by the price ethics is 
very common in the slack periods when there is excess productive 
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capacity. As a practical matter, it appears better to most propri- 
etors to keep plants running and cover overhead and other costs 
if possible than to refrain from taking jobs unless they pay the 
full cost-plus-profit price. This being the case, detailed cost 
knowledge appears useless, or at best not worth its price, to the 
large numbers of printers who expect to sell “at the market” 
rather than at prices based on their own costs. 

Whether the printer who cuts prices in slack times or the 
Code of Ethics that decries any price-cutting is wiser from the 
standpoint of the industry depends upon the elasticity of demand 
for printing. It is generally held in the industry that the volume 
of printing at any time depends in much greater degree upon the 
activity of general business than it does upon printing prices, and 
that the volume of commercial printing shows little response to 
price changes. To the extent that this is true, lowering of prices 
for printing does not naturally increase the amount of printing 
sold, and for the industry as a whole nothing is gained in slack 
times by reducing prices to unprofitable levels. 

The validity under all circumstances of the standard set up 
by the industry for fair prices may be questioned. Nevertheless, 
the theory that knowledge by every printer of his costs would 
improve competitive conditions is valid. Knowledge of costs pro- 
motes more responsible competition, in addition to directing at- 
tention to reduction of costs as a possible means of competition. 
The mass of printers, however, have not adopted the uniform 
cost system nor accepted in practice the theory of fair prices. 

Experience that showed the impossibility of securing study of 
costs by every plant led to the third program for education in the 
industry, to make available to the entire industry, as a basis for 
responsible price policy, the experience of those plants which 
keep careful records of costs and production. In furtherance of 
such programs, the Chicago associations have carried on a vari- 
ety of activities, all in attempts to build up public opinion among 
the employing printers in favor of maintaining prices at the level 
considered reasonable, that which affords a profit above cost. 

At each period when such campaigns of general education 
were carried on in Chicago by an active trade association, they 
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had considerable effect. Individual printers still cut prices when 
it appeared to be to their advantage to do so. But when printers 
learn from a reliable source the average costs in other plants, 
cost of production becomes a larger factor in their minds and 
tends to set limits below which price-cutting no longer appears 
advantageous. Moreover, an active trade association by aiding 
its members on a variety of problems promotes a spirit of co- 
operation that carries over into the competition in the market. 
The dissemination of knowledge of costs and selling rates that 
give a profit on average costs, supported by a general code 
against price-cutting and a spirit of co-operation through com- 
mon action on other problems, has proved the most effective way 
of attacking the problem of price-cutting among the great num- 
ber of producers in this industry. 

It may be asked whether there is danger through these meth- 
ods that competition will be unduly restricted, to the disadvan- 
tage of the public. Such recommended selling prices as those 
issued by the local association, the Master Printers’ Federation, 
are based upon cost records. Impossible of enforcement, they are 
merely a means of education. Danger of undue restriction of 
competition in an industry of so many units is extremely slight, 
for the ever present potential competition easily becomes actual. 
The early history of price agreements is evidence of this fact. 
Unreasonably high prices, although recommended by an associa- 
tion, would meet too much cutting in the market to be effective. 
The dissemination of information on costs, even to the extent of 
recommending selling rates based on costs, appears, therefore, a 
reasonable and useful means of educating the industry in proper 
business methods. 

A possible criticism of such educational campaigns is the 
emphasis on uniform prices, rather than on reducing costs as a 
means to reducing prices. Given uniform selling rates per hour on 
various operations, however, there is still room for variations in 
plant efficiency to result in variations in prices on the final prod- 
uct. Moreover, since cutting of prices is so common, spokesmen 
for the industry fear to admit that there is any justification for 
this practice. They therefore urge the maintenance of profitable 
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prices based on costs, by the use of uniform selling rates, in order 
to counterbalance the tendency to excessive price competition. 

The Chicago industry, after long experiment, in 1929 has 
again under way a program of general education, based so far as 
possible upon study of costs in individual plants, but using the 
information so secured for a much broader educational effort. 
Open-shop and union plants are co-operating. A similar program 
in effect in the years 1915 to 1921 was disrupted by friction over 
labor issues. In 1929 the two associations of open-shop and union 
plants are outside the trade association, although many of their 
members as individuals are members of that association. This 
division prevents complete support of the trade association. Sup- 
port of the educational program by all groups is needed, under 
some plan that will so safeguard special interests and keep con- 
troversies out of the parent organization that such a disaster as 
followed 1921 may not recur. Before the educational program 
can become as extensive and effective as is needed in this industry 
of numerous units and divergent interests, the problem of secur- 
ing general co-operation on business problems in a local industry 
with a sharp division on labor policy remains to be solved. 


EmiLy CLARK Brown 
WELLESLEY COLLEGE 





RECENT ECONOMIC CHANGES IN THE 
UNITED STATES* 


IS publication continues the series of studies which have 
grown out of the president’s conference on unemployment 
of 1921. The first of these was the survey of Business 

Cycles and Unemployment made in 1922-23; the second was a 
study of Seasonal Operation in the Construction Industries, made 
in 1923-24. Recent Economic Changes, like Business Cycles and 
Unemployment, is based on a series of detailed scientific studies 
made under the direction of the National Bureau of Economic 
Research, the final report, in each case, being made by a com- 
mittee of business men and other non-professional students of 
economic phenomena. 

Though the stated objective of the study is “current ap- 
praisal of factors of stability and instability,” the attention given 
to unemployment and to fluctuations in business activity is much 
smaller than in the previous reports. The real objective in the 
minds of many of the collaborators seems to have been to pro- 
vide material for the understanding of the whole sweep of eco- 
nomic history since 1921, rather than to analyze the factors 
which are making for steadiness or variability. 

The Report of the Committee, which runs to only seventeen 
pages, consists of a summary of the characteristics of the years 
1922-29, analysis of price and wage relationships and the stand- 
ard of living during the period, and a brief discussion of “eco- 
nomic balance.” 

The basic survey consists of an introduction by Edwin F. 
Gay, which places the recent period in its historical setting as a 
part of the long story of the growth of American economic civili- 
zation; twelve chapters by leading scholars dealing with special 
phases of current economic life; and a closing review by Wesley 
C. Mitchell, which ventures on the difficult task of identifying 

* Report of the Committee on Recent Economic Changes, of the President's 
Conference on Unemployment. New York: McGraw-Hill Book Co., 1929. Pp. 
xxxvi+950. 
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the ideas and the conditions which pervade the whole series of 
changes sketched by the specialists and giving these develop- 
ments a common explanation and a common significance for the 
future. 

That the twelve detailed chapters would be, as a rule, not 
only competent but distinctive, was assured when the list of co- 
operators was made up.’ It may be assumed almost without a 
check that these writers have used the most complete and re- 
liable data which are available, that they have organized these 
facts in general with skill and intelligence, and that they have 
presented their conclusions with the candor of the educator 
rather than the fervor of the propagandist. 

The closing review emphasizes the importance of science and 
intelligent hard work in promoting material progress, then calls 
attention to some of the social costs of progress, and closes with 
a comparison of pre-war and post-war tendencies to stability and 
instability. Written with Mitchell’s accustomed felicity of style 
and breadth of vision it combines a synthetic view of the contri- 
butions of others with a valuable product of the author’s own re- 
search. 

If this review seems to emphasize real or fancied shortcom- 
ings of the study, it is because the reviewer assumes that the 
readers of this journal are more interested in the possibilities of 
further improvement in the methods of social research than in 
contemplating the multiplicity of excellences already attained. 
The shortcomings of the volumes are largely inherent in the plan 
and particularly in the speed with which the work was accom- 
plished.* 

In general and with noteworthy exceptions, the studies are 
more significant as a repository of factual data than as analyses 
of current trends. Fifteen or twenty years ago it was very gen- 
erally said that economics was long on theory and short on facts. 


* Wolman, Kimball, Alford, Thorp, Gries, Cunningham, Gregg, M. T. Cope- 
land, Dennison, Nourse, Mills, Sprague, Burgess, Rogers, M. A. Copeland. 

* That the research was carried through and the publication brought out on 
schedule time is a tribute to the organizing ability of those responsible for the plan- 
ning and management of the enterprise, particularly Mr. E. E. Hunt, secretary, 
and the directors of the National Bureau of Economic Research. 
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There was a widespread conviction that the major task before 
the oncoming generation of economists would be that of accumu- 
lating more concrete data respecting the facts of economic life, 
and that but little advance in theory could be hoped for until a 
vast amount of spade work had been done. The outcome of this 
conviction has been a very rapid development of the technique 
of gathering and presenting factual results and a great accumu- 
lation of data and estimates. No nation ever before had nearly 
as much information about its own economic life as is brought to- 
gether in these two volumes and in the statistical repositories on 
which they are in large part based. 

Recent Economic Changes, however, raises the question 
whether the time has not come for a swing of the pendulum in 
the other direction. It is a commonplace that facts are useless un- 
less we know how to tie them together, and there is great danger 
that until more thinking has been done about the causal rela- 
tions and the value elements in the situations so profusely de- 
scribed, the result may be not so much to lay a more scientific 
foundation for national policy as to furnish illustrative data to 
be cited in support of preconceived doctrines. Knowledge comes 
but wisdom lingers. 

For example, current thinking about the stability of busi- 
ness is greatly influenced by the generalization that durable pros- 
perity must be balanced prosperity; specifically, that industrial 
prosperity is dependent upon the fortunes of the farmer. Con- 
fronted by this state of mind, it is not enough that economists 
should furnish an abundance of facts about rural and urban pros- 
perity and leave the layman to draw his own conclusions; the 
problem is complicated enough to require the services of a spe- 
cialist in interpreting the significance of the data. 

It is not enough to show that in certain cases stock prices 
have moved upward or downward before business turned in 
a like direction; the business world is interested in knowing 
whether the swings of stock prices cause the business changes, 
only forecast them, or have only an accidental significance. The 
relations between high wages and buying power; between inter- 
est rates and commodity prices; between gold imports, on the 
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one hand, and interest rates, commodity prices, and business 
activity, on the other; the relation of hand-to-mouth buying to 
unemployment; the relation between technological change-and 
unemployment; the causes of the minor recessions of business 
in 1924 and 1927—all these are vital to any attempt to make 
practical use of our accumulations of statistical data, and if eco- 
nomists are unable to formulate answers which will stand the 
test of their own critical analysis the business and political world 
will proceed to interpret the data in the light of its own less care- 
fully formulated doctrines. 

Some of these questions are passed over by the research spe- 
cialists without consideration; in regard to some others their 
comments are so dogmatic or so casual as to contribute little to 
an understanding of the forces which are at work. The Report 
of the Committee displays less caution in generalization than do 
the chapters contributed by the specialists, and gives evidence 
that the Committee might have benefited by more theoretical 
work on the part of the economists. 

A good illustration is the theory of the relation between high 
wages and community buying power. In chapter vii (pp. 523- 
24) Mr. Dennison sketches very interestingly the rise of the doc- 
trine that “where an appropriate increase in productivity can go 
along with an increase in wages, the consequent increase in pur- 
chasing power results . . . . in increases in the quantities and 
varieties of goods which can be sold.”” Mr. Dennison notes that 
“not many popular beliefs gain such strength in half a dozen 
years,” but he carefully refrains from expressing any judgment 
as to the soundness of the doctrine. The Committee, however, in- 
dorses it without qualification. Says the Report (p. xiv) 


they [the leaders of industrial thought] were quick to grasp the significance 
of the power of the consumer with money to spend to create an accelerated 
cycle of productivity This principle has since attracted the atten- 
tion of economists all over the world and while it is in no sense new, its ap- 
plication on a broad scale is so novel as to impress the committee as being 
a fundamental development. 


Nowhere in the volumes do we find a real analysis of the 
question thus raised. An old-fashioned economist would com- 
ment that if the income of a business is not disbursed through 
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high wages it will be disbursed in some other way—through in- 
creased distribution of profits, increased investments in new 
plant, charities, or reductions of prices charged to consumers— 
and that the way it is disbursed makes no difference in the 
amount of purchasing power available to buy the total of the 
products of industry. It is too bad that a new principle so novel 
in its application as to impress the Committee as a fundamental 
development, which involves a break with the tradition of eco- 
nomic theory, could not have been treated critically somewhere 
in the volume. 

Again, the Committee finds that the development of “mass 
services,” that is, the accelerated growth of service industries, 
has afforded employment for millions of workers crowded out 
of agriculture and the extractive and fabricating industries, and 
thereby saved our country from a critical unemployment prob- 
lem. One wonders if none of the economists on the staff had an 
opportunity to ask the Committee whether if these mass services 
had not been rendered the purchasing power which is paid out 
for them might not have been expended for the products of agri- 
culture and the fabricating industries and thereby prevented or 
reduced the necessity for these millions of workers to find em- 
ployment in the service industries. That workers shift out of the 
older industries into newer ones in response to shifting demand 
is hardly proof that they would have shifted out anyway if the 
change in demand had not occurred. 

Again, the Report tells us that the survey “has proved con- 
clusively what has been long held theoretically to be true, that 
wants are almost insatiable.” While the reviewer knows of no 
one who questions this principle in the abstract, he is unable to 
see that the survey proves it. It does show that there has been a 
considerable increase of production and of consumption and also 
a shortening of hours of labor, and probably a decrease in the 
proportion of population gainfully employed. If it proves any- 
thing about the satiability of human wants, it seems to show that 
we have reached the point where we do not want more goods bad- 
ly enough to work for them as hard as we have worked in the past. 
Of course, if leisure is included among the objects of human want, 
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it is a truism to say that wants are insatiable; any possible line 
of conduct would be an evidence of the insatiability of desire 
either for the products of labor or for respite from labor. 

The addenda to the Report of the Committee include a short 
section referring to the findings of the predecessor committees 
on unemployment in which occurs the astonishing statement that 
“the Report on Business Cycles, as the present survey shows, has 
exerted an important influence toward reducing the extremes of 
cyclical fluctuations.” Whether the survey shows that the ex- 
tremes of cyclical fluctuations have been reduced, we shall con- 
sider presently; but certainly it does not evaluate the report on 
Business Cycles and Unemployment as a factor in bringing about 
such a reduction. 

The addenda also include a number of suggestions for the 
improvement and extension of statistical information, such as 
better classification and analysis of statistics of occupation; more 
details regarding employment, pay-rolls, earnings, and hours of 
labor; more elaborate price statistics; greater accuracy and rep- 
resentativeness in statistics, and so on. Curiously, there is no 
suggestion for the collection of direct information on unemploy- 
ment, although this was a major recommendation of the Report 
on Business Cycles and Unemployment, and an appropriation 
for this purpose was recommended by the Senate Committee on 
Education and Labor as a result of the series of hearings on the 
unemployment problem last winter. To the reviewer this seems 
a more important need, especially from the standpoint of this 
particular investigation, than is reflected in any of the sugges- 
tions for further statistical work which are made. 

The treatment of transportation and communication is one 
of the least satisfactory sections of the book. Chapter iv, “Trans- 
portation,” consists of Part 1, “Railways,” by Professor William 
J. Cunningham, and Part 2, “Shipping,” by E. S. Gregg. There 
is no discussion of the development of air transport, nor is there 
any consideration of developments in communication, either in 
this chapter or elsewhere in the book. Commercial radio is 
ignored. Motor-vehicle transportation, which is handled under 
the caption “Motor Vehicle Competition,” is treated solely from 
the point of view of its effect on the railways. 
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Professor Cunningham assumes without argument that re- 
cent increases in the ratio of funded debt to total capitalization of 
railways have been due to the impossibility of selling stock, 
though many bond sales have been made by railroads whose 
stocks were above par. In other lines of business the ability to 
sell bonds is usually considered an evidence of strength, corpora- 
tions finding it more economical to borrow as much as they can 
rather than to sell stock (except in such extraordinary markets as 
that of 1928-29). 

Professor Cunningham also attributes the high interest rates 
paid by railways in 1920 to the unsatisfactory net earnings with- 
out the slightest reference to the money-market conditions which 
made it necessary for all borrowing businesses to pay extraordi- 
nary rates at that time. In fact, at that time, as at nearly all 
times, the railroads were able to borrow at as low rates as were 
accorded to any large industry. The ability of the railroads to 
borrow money profitably at higher rates than the average return 
on their existing capital is clearly explained, but the explanation 
is followed by the quite unsupported generalization that “the 
present policy of betterments cannot long be continued on an av- 
erage return of 4.3 per cent on the whole.” 

The section on shipping is written almost entirely from the 
standpoint of the profits of the shipowner. For example, Gregg 
condemns the United States’ policy in maintaining a govern- 
ment-owned merchant marine, not because of the economic losses 
the policy has involved, but because of the effect on the profits of 
private shipping companies. The general conclusion seems to be 
that the government should get out of deep-sea commerce, where 
there is an opportunity for profit, but cultivate the field of in- 
land transportation, where losses are in prospect. The Missis- 
sippi River and Warrior River enterprises are discussed in terms 
of the amount of traffic handled, not of the financial results; the 
losses which have been involved are only hinted at in the cryptic 
sentence: ““The government has borne the expense of the experi- 
mental stages of development but if the waterway experiments 
by the government prove a success, private capital will probably 
enter this field of transportation.” 
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The reviewer’s most serious criticism of the book relates to 
its tendency to put a heavier load on the statistical data than the 
probable accuracy of the estimates will permit. It is not that 
greater accuracy is actually claimed for the data than they pos- 
sess, so much as a propensity to forget the qualifications before 
completing the discussion. The authors are modest enough con- 
cerning the limitations of their material, but there seems to be 
an assumption that all the information we need must be squeezed 
out of the available figures, and when application is undertaken 
it is assumed that the best that can be gotten must perforce be 
good enough. This is, of course, the only proper attitude for the 
administrator, whether in business or in public life, but it is not 
the task of the scientist to make something out of nothing, mere- 
ly because something is needed. The two most conspicuous 
cases are, first, the treatment of unemployment by Givens, Wol- 
man, Mitchell, and the Committee, and, second, the farm-income 
data as compiled by Morris A. Copeland and interpreted by 
Mitchell. 

The popular notion that there has been a notable increase in 
the amount of “technological,” as distinguished from cyclical 
and seasonal, unemployment is nowhere subjected to scrutiny, 
but the tone of all the comments is such as to raise no question 
as to the correctness of the current view. What the data cited 
show, however,‘ taking them at their face value, is a constant 
unemployment rate for boom years of about 5 per cent (5.1 in 
1920, §.2 in 1923, and 5.2 in 1926) with considerably higher fig- 
ures for the bad years (15.3 in 1921, 12.1 in 1922, 7.7 in 1924, 
and 6.3 in 1927), but no evidence of a growth of the unemploy- 
ment rate over the period. True, there is, as Mitchell emphasizes, 
an increase of 650,000 in the unemployed from 1920 to 1927, but 
that may well be a cyclical, rather than a secular, change. 

It seems to the reviewer, moreover, that the margin of error 
in the employment data (compiled by Givens for Wolman’s chap- 
ter on “Labor”) is so great that it is unjustifiable to cite them as 
evidence of anything. The difficulty is that the figures for unem- 


* See table, p. 875. 
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ployment are residuals, obtained by subtracting one set of esti- 
mates (employment) from another set of estimates (persons at- 
tached to the industries). Obviously, if residuals thus obtained 
are small in comparison with the items from which they are de- 
rived, the margin of error in the residuals is proportionately far 
greater than in the basic data. 

Appraisal of the validity of details of the methods used is 
difficult because the conclusions rest heavily on unpublished re- 
sults of King’s investigations. The situation seems to be that we 
have a significant amount of information about the number of 
persons attached, year by year, to agriculture, and know a good 
deal about the number actually employed in manufacturing, 
railway transportation, coal-mining, and a number of smaller 
groups; but we have no direct information about actual employ- 
ment in the mercantile and miscellaneous groups, which make 
up a third of the number of employees attached to non-agricul- 
tural pursuits, and there is no major group for which we have any 
real knowledge of both number attached and number employed 
for years more recent than 1920. 

Consequently, the figures for “number attached” are com- 
puted from data as to population, school attendance, and migra- 
tion from the farm, assumptions being made to breach the gaps. 
The number attached to mercantile and miscellaneous groups 
is built up in part by dividing between them those who could not 
definitely be placed elsewhere. This would not be serious if we 
could feel sure that the numbers withdrawing from agriculture 
and from manufacture are a sufficient basis for inferences as to 
the number seeking employment elsewhere. If, however, the ris- 
ing standard of living of the population has taken the form of 
earlier retirement, less industrial labor of women, or later en- 
trance on a definite employment career, we shall have no definite 
evidence of it until the 1930 census figures are available.* Such 
an increase in the “consumption of leisure” might easily wipe 
out the entire estimated increase in unemployment since 1920. 


* Except as later entrance on a career is reflected in the heavy increase in the 
number of students which is taken account of in the computations. 
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More serious doubt attaches to the figures for actual employ- 
ment used as a subtrahend in computing unemployment. For 
railway transportation and for coal-mining, we have fairly com- 
plete records, and for manufacturing we have data from the bien- 
nial census of manufactures and a large monthly sample from 
the Bureau of Labor Statistics. The downward bias in the Bu- 
reau of Labor Statistics index which has been revealed in every 
biennial census is a warning that even large samples are treacher- 
ous, but in other fields much smaller samples have had to suffice. 

No explanation is given of the way in which the figures for 
persons actually employed year by year in mercantile and mis- 
cellaneous pursuits are obtained, though it is stated that the fig- 
ures of unemployment in these groups “are the least reliable of 
all and are probably much too low.” So far as the tables indicate, 
the number of mercantile and miscellaneous lines for which any 
information was available as to actual employment by years is so 
small as to afford no basis for an estimate. An error of 7 per cent 
in the number actually employed in these lines would equal the 
entire increase in unemployment shown for 1920-27. 

Finally, it is to be noted that the method which has been used 
in computing unemployment is such as to throw into the unem- 
ployment figure all unpaid absenteeism, at least in manufactur- 
ing and mining pursuits, whether due to sickness, to voluntary 
choice, or to lack of work. 

The other very doubtful statistical point is the treatment of 
the income of the farm population. Copeland submits two cal- 
culations, one a computation of farm income for 1927, the other 
a set of estimates of agricultural realized income for 1913, 1914, 
and 1918 to 1925.° The first includes only income from agricul- 
tural operations, deducting interest and rent, even when paid to 
other farmers, and paper loss due to falling land prices. The 
second omits the deduction for land-price changes and includes 
income of farmers from non-agricultural investments. The first 
works out at about $4,743,000,000 for 1927;" the second works 
out at $8,143,000,000 for 1925. 

* A number of the items are carried through to 1927. 


* Net profit to owners plus wages and salaries is $6,903,000,000 if the loss from 
change in property value is omitted. 
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In connection with the first estimate, exception must be 
taken to the inclusion of the loss from change in land values 
(even though Copeland gives an alternative result obtained if it 
is omitted). This is not loss realized on farms actually sold but 
a theoretical loss on all farms based on changes in prices per acre 
of those which changed hands. The theoretical objections to the 
inclusion of such an item would be very serious even if the state- 
ment were headed “accrued income” instead of simply “income.” 
Quite apart from the general question of theory, moreover, the 
computation in this case is misleading, for three reasons: 

First, the loss is evidently calculated on all farm values in- 
stead of only the farms operated by owners. Rent to the extent 
of $1,400,000,000 is deducted as an expense to operators; one 
cannot properly do this and also deduct loss to landlords from 
shrinkage of land values. Second, no account is taken of the well- 
known fact that a considerable share of the loss from the shrink- 
age in land values since 1920, has fallen, not on the landowner, 
but on his creditors. Third, the price quotations are not a good 
sample of land values. Ever since 1920 the turnover of farms has 
been slow, and an abnormally large proportion of sales have been 
distress sales. Changes in the figures from year to year have been 
due largely to changes of policy on the part of creditors in nurs- 
ing frozen credits or forcing liquidation, rather than to changes in 
the income-producing value of the investment. 

The allowance for rental value of farm homes, $161,000,000, 
looks incredibly small, unless a very large proportion of the tax 
and interest expenditure has been allocated to dwelling-houses. 
As it stands, the item represents only about $5.00 a month for 
the farmhouses which have telephones, if all the rest were writ- 
ten off as worthless. 

Finally, in arriving at the “profit” of farming, 6 per cent is 
allowed on the market value of owners’ equity.* The effect of this 
calculation is to make a current charge against agricultural op- 
eration for the whole speculative capitalization of anticipated in- 
crements. Rental values, rather than interest on market capital- 


* Stated in the tabulation as 414, but referred to on page 783 as 6. The latter 
figure checks with the Bureau estimates of value of operators’ investments. 
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ization, constitute the proper basis for calculating land use costs, 
if the latter are to be considered at all.* Finally, it does not seem 
safe to say that “the deficit in most of the immediately preceding 
years was undoubtedly greater than in 1927.” Prices of farm 
products were much lower in 1927 than in 1925 or 1926, and the 
index of farm real estate values dropped faster in 1927 than in 
any year since 1922. 

The second calculation, that of the “current income,” is not 
open to the criticisms just made, but is not explained in sufficient 
detail to make it possible to check its soundness. The reviewer’s 
only criticism relates to the omission of non-agricultural income 
of the farm population. Copeland notes that “no estimate for in- 
come from trucking and other non-agricultural work is included, 
but some of the included wage income goes to persons not a part 
of the farm population.” The point is of more significance than 
this seems to imply. In some sections of the country, farming is 
far from being a ful'-time occupation. A very substantial addi- 
tion to the income of the farm population comes from such activi- 
ties as lumber-cutting, the manufacture and transportation of 
intoxicants, mining, fishing, entertainment of tourists, sales of 
gasoline and miscellaneous supplies, keeping summer boarders, 
working on public highways. Oil and gas royalties are largely 
paid to farmers. For 1918-20 Knauth estimated on the basis of 
a “few small samples” that this item ran somewhere between 
$2 50,000,000 and $750,000,000. It must have increased greatly 
since that time with the expansion of highway expenditures and 
the increase in tourist traffic. 

Moreover, no account is taken of the fact that the farm popu- 
lation includes members of farmers’ families and others who are 
regularly occupied in non-agricultural pursuits. Many, probably 
most, rural school teachers live on farms, as do many miners. 
With the development of better roads and the popularization of 
the automobile, there has been an increasing opportunity for 
members of farm families to engage in industrial activities with- 
out leaving home, and there is apparently some tendency for in- 


*In 1925, forty-four counties in lowa reported cash rents averaging 3.4 per 
cent of the market value of real estate. 
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dustry to move to rural districts to utilize such labor. (Compare 
the discussion of the migration of manufacturing, I, 210-14.) 

The conclusion reached in this calculation is startling—that 
in 1925 the income of the farm population was only $281 per 
capita, as compared with $712 for the entire population of the 
country. Copeland draws no unwarranted inferences from these 
figures, but Mitchell’s use of them seems to the reviewer likely 
to lead the reader to overrate the significance of the spread. 
Copeland notes that living costs are higher in the city (a point 
which needs emphasis if the rent of farm homes has been taken 
into the income at the rates indicated in the computation for 
1927 already discussed) ; he also notes that in the country house- 
wives’ services replace services which must be paid for in money 
in the city. If deflation for price changes is necessary for com- 
parisons of one year’s income with that of another, it is equally 
necessary to deflate for price differences in comparing the income 
of one region with that of another. Mitchell’s only qualification 
is that the comparison shows nothing of the financial entangle- 
ments into which farmers were drawn in the flush years, “a man 
may make as good a current income now as before the war and 
still be far worse off if he is carrying a greatly increased load of 
debts.” (Apparently, however, interest on debts has been de- 
ducted in computing the current income.) It should be noted 
also that since these are per capita figures the comparison is 
affected by the larger proportion of children in the rural popula- 
tion. 

In summarizing the position of agriculture, Mitchell calls at- 
tention to the fact that the not unfavorable income comparison 
which 1925 makes with pre-war years is due to the use of shrink- 
ing per capita figures for farmers and swelling per capita figures 
for the total population (the number of farmers having decreased 
while the total population increased). “An industry which keeps 
up its per capita quota of the national income because thousands 
of workers withdraw from it cannot be regarded as flourishing.” 
With this may be contrasted Galpin’s judgment, quoted by Nourse 


(p. §94): 
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The loss [of farm population] is in large measure a product of natural 
conditions which do not necessarily indicate that agriculture is a declining 
business but which is quite compatible with its progress in prosperity 
As a matter of fact, it is a sign of progress when a given economic result can 
be achieved with fewer workers. 

The criterion of national prosperity is not the prosperity of 
individual industries, but the well-being of the population. If 
agriculture can give up so many workers that those remaining 
can attain a progressively improved standard of income, and if 
non-agricultural industry can absorb the emigrants from the farm 
at a steadily advancing real wage scale, the process gives little 
occasion for mourning. 

One other item in the review section may justify a counsel 
of caution. This relates to the comparison of the pre-war and 
the post-war instability of business, a point to which reference 
was made in connection with the Report of ‘the Committee. 
Mitchell presents a considerable mass of detailed analytical ma- 
terial on this subject, including a graphical comparison between 
the 1924-27 cycle and the average of from seven to fifteen pre- 
war cycles for each of eleven series of economic data. The evi- 
dence shows clearly that with reference to nearly every one of 
these series the 1924-27 cycle was more moderate than the pre- 
war averages, though most readers will be surprised that the 
difference is not greater. Interestingly enough, the only series 
with a fluctuation exceeding its pre-war average is wholesale 
prices—a commentary on the current idea that prices have been 
stabilized through the use of financial mechanisms. 

The importance of this contribution to our knowledge of the 
character of American business cycles is not questioned. It is 
difficult to see, however, that it affords adequate support for 
Mitchell’s generalization that “to the recent economic changes 
described in the preceding chapters we might add another accom- 
plishment [that the amplitude of cyclical fluctuations has been 
reduced ],” or the more sweeping statement of the Report of the 
Committee that “no serious cyclical fluctuations have charac- 
terized the period under review.” 

When a large number of cycles are compared, it is inevitable 
that some will display a range of fluctuation below the average. 
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If the most recent happens to be below the average, or even to be 
the mildest of the lot, this is hardly of itself ground for believing 
that real progress has been made. The phenomenon of a cautious 
business spirit and mild fluctuations in business following a se- 
vere crash is not a new one—witness the mildness of the up- 
swings which culminated in 1895 and in 1913. A comparison of 
the whole period 1922-28 with 1909-14 and with 1899—1906 
would be more illuminating than a comparison of the single cycle 
1924-27 with an average which includes 1907 and in most cases 
1893. The evidence seems hardly to warrant even so cautious a 
generalization as Mitchell’s respecting the genuineness of our 
supposed achievements in the control of business activity. 


Cuar.es O. Harpy 
INSTITUTE OF EconoMIcs 
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Select Statutes Documents and Reports relating to British Bank- 
ing 1832-1928. Selected, with an Introduction, by T. E. 
Grecory. London: Oxford University Press, 1929. 2 vols. 
Pp. lx+-147; and vii+391. $7.50. 

Nothing short of a revolution in English legal history was accom- 
plished by the toil of Maitland in the documents of the Middle Ages. 
It was from a foreigner, Vinagradoff, that “he first received a full 
consciousness of that matchless collection of documents” which Eng- 
land had consistently neglected, but which enterprising American 
scholars had already begun to use. A revolution is not to be expected 
in the history of money and banking. Professor Gregory has, how- 
ever, rescued the “jungle of blue books and Parliamentary discussions, 
pamphlets and tracts and leading articles” (Introduction, p. ix) in 
monetary history for English scholarship, when there were already 
indications that it would be appropriated by foreigners. Richness of 
learning has been modestly revealed in “Introductions” to economic 
literature before, but none has surpassed the present Introduction by 
Professor Gregory in command over a staggering mass of material. 
The selection of documents by the exercise of the editor’s expert judg- 
ment makes the volumes of manageable proportions. An explanatory 
essay, which is the form taken by the Introduction, makes it still easier 
to use them, and the prospective reader will profit more from a review 
centered upon that, than from a series of perfunctory citations from 
the collection of sources. This is especially true since Professor Greg- 
ory’s style is not an easy one. 

The documents date from 1832. The editor’s original intention 
was to write an accompanying volume “covering the rise of British 
banking and the vexed era of the Restriction and the Resumption of 
Cash Payments” (p. ix). We shall only be reconciled to the change in 
plan if we may look forward to the ultimate appearance of this sorely 
needed volume. Indeed, Professor Gregory has already allowed us to 
taste its flavor in his Introduction to Tooke and Newmarch’s History 
of Prices—an essay in many ways complementary to the present In- 
troduction, and one to which the author could with advantage and in 

228 
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all modesty have referred his readers. May we add that it would be a 
great boon if Professor Gregory or the publisher would see fit to follow 
the precedent of the earlier essay and publish this one separately? 

The material is arranged neatly in four parts. The first, from 
1832 to 1844, exhibits the controversies prior to the Acts of 1833 and 
1844 through the medium of extracts from the evidence of the Bank 
Charter Inquiry of 1832 and the Select Committee on Banks of Issue 
of 1840-44. In addition, the acts themselves and the correspondence 
between the government and the Bank in 1844 are reproduced. The 
second part deals with the Bank of England from 1844 to 1907, as 
seen in petitions, correspondence, evidence before committees, and 
comments from the press. Public opinion on the vexed question of the 
deportment of the Bank in crises is the leading note. Part III is devoted 
to the development of joint-stock banking after 1836, beginning with 
the report of the Secret Committee of that year. The reprints include 
the acts passed between 1844 and 1879 which constitute the Joint 
Stock Banking Code and determine the corporate form of the banks; 
the views of the Economist on limited liability for banks; and the 
evidence of Crake and Bagehot before the Select Committee on Banks 
of Issue—the last inquiry into private note issues. The final part be- 
gins with 1910, and the Bank of England immediately before the out- 
break of war is described by extracts from the well-known Senate Doc- 
ument prepared by the National Monetary Commission. The tale of 
the war and post-war periods is told by the acts, the report of the 
Treasury Committee on Bank Amalgamations (1918), the Cunliffe 
reports, the Treasury minute on the circulation of currency notes 
(1919), and the report of the Committee on the Currency and Bank 
of England Note Issues (1925). 

The theories and practices with which this collection of material 
is concerned are ably described by Professor Gregory. By 1832 the 
Bank of England had so far come round to the Ricardian views as to 
concede that the foreign exchanges should be an indicator in the regu- 
lation of note issues. The professed principle of the bank had been to 
keep the securities item steady and to let the action of the public affect 
the note circulation in accordance with the inflow and outflow of bul- 
lion (p. xi). In practice, however, from 1829 the policy of evening the 
flow of funds between the market and the Bank at the cost of fluctua- 
tions in the holdings of securities was deliberately developed. As Pro- 
fessor Gregory points out, 4 per cent was virtually a maximum rate 
of discount.up to 1844 (p. xxx). Opinion had not developed to the 
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extent of calling for the full exercise of the discount rate as a weapon 
of control. On the whole, practice was in advance of theory. The Se- 
cret Committee of 1832 made no recommendations to restore the align- 
ment between principles and practice; and the Act of 1833 left the 
general position unchanged. The chancellor of the exchequer justly 
pointed, in 1840, to the continued absence of “agreed first principles” 
(p. xvi). A central bank existed, but the idea and the principles im- 
plied in it were not grasped, nor was discussion focused upon them. 
Even the Act of 1844 was the outcome of the attempt to solve prac- 
tical difficulties rather than of any body of monetary theory. Confusion 
in ideas leads to unsatisfactory precepts, and from 1832 onward the 
Bank’s professed rules of action were de facto neglected. 

Yet an issue of principle may be said to have existed behind the 
discussion of detail before and after 1844, namely, “the validity of 
enlightened self-interest as a guide to right note-issuing policy”’ (p. xx). 
The Currency School favored the act because they wanted to provide 
for the deliberate contraction of the currency in the early stages of ex- 
pansion before a strain was felt. Their ideal was thus the “managed” 
currency, and it is not surprising that Professor Gregory can show them 
later stressing the rate of discount as a means of control, even if it were 
paradoxical in the light of other parts of their argument (p. xxxii). 
The situation was complicated because it took time to sense all the 
theoretical implications of the discount weapon. When the Act of 
1854 swept away the vestiges of the Usury Laws which remained after 
the Acts of 1716 and 1833, that may be said to have indicated the 
clearing of minds. This is presumably why Professor Gregory reprinted 
the repealing act. In the forties, the principle guiding the note-issuing 
policy was too easily lost in the discussion of the ‘““means and technique 
to attain the end” (p. xxiv). 

The one gap in Professor Gregory’s Introduction shows itself at 
this point. The student will look in vain for a statement of the position 
of the opposing Banking School even as succinct as that of the Cur- 
rency School. Perhaps the defect is inevitable, because as Professor 
Gregory has pointed out in another place, “the history of doctrine 
‘ . is made difficuit by a very simple fact. What are the doctrines 
of the Banking School?’ It helps the student to be told so much. 

The author’s verdict on the Act of 1844 is that it not only fell short 


*H. D. Macleod, Theory and Practice of Banking, 3d ed., II, 418. 


* An Introduction to.Tooke and Newmarch’s A History of Prices (P. S. King 
and Son, Ltd., 1928), p. 80. 
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of the hope of the Currency School in getting rid of fluctuations in the 
trade cycle but actually increased them. Yet the act was not useless. 
It probably made the Bank’s policy sounder than it otherwise would 
have been. Only gradually was it realized that the Act “did not pro- 
vide an automatic protection against unsound banking policy” (p. 
xxvii). 

With the changing conditions in the banking world the Bank of 
England changed its outlook. It learned “the art of adapting its re- 
serve policy to the exigencies of the Bank Act, not by the accumulation 
of vast reserves, but by a manipulation of its securities, so as to make 
the Bank rate effective” (p. xl). The new policy was reflected in the 
discussions of the bank rate. Instead of being discussed mainly in re- 
lation to the Usury Laws, as was the case before 1844 (p. xxx), its 
efficiency as a means of control over monetary conditions became the 
burning question. Again practice did not await theory—it was rather 
theory’s handmaiden. 

The rapid development of joint-stock banks reflected the changing 
banking conditions. Professor Gregory shows how quickly the power of 
the new banks was recognized. At first there was opposition based 
upon arguments which showed complete forgetfulness of Adam Smith’s 
admission of banking as a sphere for the application of the joint-stock 
principle. Of the important people only Vincent Stuckey was an ex- 
ception; and he appears to have been willing to grant them limited 
liability, a privilege which was not available to them until 1858. It is 
either a tribute to bankers’ respect for public opinion or else a mark of 
their conservatism that up to 1879 many of them did not avail them- 
selves of the permission in the Act of 1858 (p. xlviii). It took the dire 
consequences of the failure of the City of Glasgow Bank in 1878, with 
its unlimited liability, to drive home the advantages of limited liability. 

Commercial banking, in Professor Gregory’s judgment, remained 
“relatively immune from interference by the law.” If anything, legis- 
lation was detrimental in its effects and it missed its chance in not “in- 
sisting upon adequate publicity” (p. xlix). The underlying economic 
forces drove the banking system to develop along three lines: the 
elimination of private bankers, the increase in the size of the unit, and 
the creation of branches. The interconnection of the three is obvious. 
The more the commercial banks made of themselves a system, the 
more powerful and independent of the Bank of England they became. 
Opposition to their growth by the Bank or by any other institution lost 
its meaning. Much minor controversy was thereby wiped out and the 
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greater problems which gc to the heart of banking theory could stand 
out. 

Professor Gregory shv vs clearly how practice may be remote from 
theory. Perhaps it is in the nature of things that men in the bustle of 
affairs cannot stop to scrufinize the principles upon which they act. In 
this respect the men of the twentieth century seem to be no different 
from those of the nineteenth—although the issues are more clearly 
before them. Writing of the gradual use of war-time legislation as “an 
engine of inflation,” Professor Gregory expresses his doubts “whether 
at any time during the war the responsible authorities were fully aware 
of what they were doing” (p. liv). Nor would it appear that the dis- 
cussion in the post-war period was more rigidly centered upon the 
problem in hand than in previous controversy, for the Act of 1928 
which temporarily at least ends “the long effort to amend the Bank 
Act of 1844” (p. lx) was passed without the Committee of 1924-25 
giving consideration in its report to the question of amalgamation of 
the note issues, although it had been included in the terms of refer- 
ence (p. lviii). 

Manifestly these volumes are for reference—to be dipped into, 
rather than for continuous reading. That “tone of economic life, the 
temper of an age,” which Professor Gregory sees as an important sec- 
ondary fruit to be picked from the material, is exhibited by the later 
as well as by the earlier documents. Historians with insight have for 
all time the means to reconstruct the skein of monetary thought. The 
high praise which must be accorded Professor Gregory’s introductory 
essay is a tribute to his own insight. His sympathetic spirit is indicated 
when he confesses that “the language in which economic concepts are 
clothed has varied more, perhaps, than the concepts themselves”: and 
only that spirit can lead him to the commendable conclusion that “con- 
flicts in the sphere of banking policy have revolved round a relatively 
restricted number of central ideas, but it is only by becoming familiar 

. . With the diversity of phrase that one comes to realize the real 
identity of content” (p. x). ReEpvers OPIE 
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Alfred Weber’s Theory of the Location of Industries. Translated 

from the German with an Introduction and Notes by Cart 

J. Frrepricn. Pp. xxxiii+-256. Chicago: University of 
Chicago Press, 19209. 

The belated appearance of this English translation of a little book 

that appeared in Germany in 19009 is of much greater significance than 
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is ordinarily indicated in such circumstanges. Apparently it had only 
begun to attract attention in Germany v .en in 1914 the interest of 
economists was diverted from such probu,ms. But in the last decade 
this book has been the source and center of an active study and of an 
animated discussion. It has come to be referred to as the crowning 
scholarly achievement of its author. 

A few students in America had kept somewhat in touch with this 
movement through the German economic literature, but the most wide- 
ly serviceable notices of it were given to American readers in 1927 and 
1928 in two most informing articles in the Journal of Political Econ- 
omy.’ The valuable result that may be expected from the publication 
of this translation is the stimulation of further studies here in the field 
of this important but relatively neglected subject. 

The article in this Journal by Dr. Andreas Predohl on the theory of 
location in relation to general economics made accessible to the read- 
ers of this Journal what was substantially a prepublication review of 
this book by a scholar thoroughly conversant with the German original 
and himself one of the most competent students of this comparatively 
new subject. Referring to that article for a substantive treatment of 
the contents of the book more satisfactory than anything the reviewer 
could hope to present within the present limits of space, we may add 
only a few words of comment. 

In approaching this book the reader must be prepared to meet a very 
abstract treatment and some very heroic assumptions. The author ap- 
parently decided a priori that in the problem of location the dominant 
réle must be played by transportation costs, and he thereupon pro- 
ceeded to transmute all other costs into terms of imaginary or equiv- 
alent freight charges, and freight charges in turn into physical terms of 
tons and of distance in miles. Thus the complex cost factors determin- 
ing the location of a factory are either ignored or reduced to a form that 
may be shown in geometrical figures and explained in physical terms of 
the parallelogram of forces. Such questions as the comparative rich- 
ness of deposits of ore and of fuel or the relative expense of exploiting 
them, are summarily disposed of by declaring that these simply are the 
equivalent of so much more-or-less cost of freight and therefore may be 
graphically represented as greater distances over which the materials 
and the products must be carried. Thus the author’s “locational fig- 
ure,” showing graphically the points where materials, fuel, factory, and 
consumption are located, shows them all where they are mot located on 


*XXXV, 278 ff., by W. Krzyzanowski, and XXXVI, 371 ff., by A. Predohl. 
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a real geographical map; the “locational’’ element is mainly imaginary, 
being really an allegorical version of monetary costs. This is removed 
still farther from reality (certainly in application to American condi- 
tions) by the assumption that all ton mile freight charges are uniform, 
regardless of the form, bulk, value, perishability, differing speed re- 
quired, etc., in the transportation of the materials and finished prod- 
ucts. Inevitably, therefore, Dr. Pred6hl in making his diligent and in- 
telligent study of the location of the steel industry in the United States 
found that these features interfered “with a direct explanation of prob- 
lems of location in this country by Weber’s theory.”* Another equally 
heroic assumption unnecessarily removing the theory from reality is 
that all consumption is located at a single point. It is rather a normal 
condition in the case of modern mass production that the factory is near 
the center, from which shipments radiate in all directions to consump- 
tion points throughout the tributary area (see the reviewer’s ““Econom- 
ic Law of Market Areas,” Quarterly Journal of Economics, May, 
1924). 

German students and sympathetic critics of Weber’s theory have 
already perceived that the theory of location is but one aspect of the 
complex analysis of the modern price system, and it is along the line of 
that conception that further advances in this field are to be expected. 

The translator has done his work faithfully and well, and has add- 
ed a scholarly introduction, mostly relating to Von Thiinen, whose rela- 
tionship with this subject and influence upon its treatment is felt far 
more by German readers than it can be by Americans. 

FRANK A, FETTER 

PRINCETON UNIVERSITY 


De omloopssnelheid van het geld. By M. W. Hottrop. Amster- 
dam: H. J. Paris, 1928. Pp. 215. 

Of the few monographs on the velocity of circulation of money, 
this is undoubtedly the best and most comprehensive. Mr. Holtrop, 
while displaying a remarkably wide knowledge of monetary and. gen- 
eral economic literature, old and new, in five languages, shows a clear 
appreciation of the relevant and avoids any unnecessary digression. 

The first seventy pages are devoted to a historical survey. He be- 
gins with Petty, Locke, Cantillon, and continues up to the present 
day. His aim is not so much absolute completeness, as the elaboration 


* Op. cit., XXXVI, 389. 
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of the leading principles. There are first those writers, e.g., Carl 
Menger, who reject the concept of the velocity of circulation alto- 
gether. Second, there is the non-monetary theory that the velocity of 
circulation of money is only the reverse of the velocity of circulation 
of goods as held, e.g., by Marx. Mr. Holtrop shows convincingly that 
both views are untenable (pp. 29, 43, and 169). 

He then distinguishes between what he calls “The Movement 
Theory” (Bewegingstheorie ) and “The Cash Reserve Theory” ( Kas- 
saldotheorie). The adherents of the bewegingstheorie follow the 
movement of each banknote and coin, they count ihe number of times 
it changes hands and call that the velocity of circulation. They are 
inclined to conceive of the velocity as an inherent quality of money. 
Money supply is the product of quantity and velocity. The “money 
requirement” is determined by the volume of trade (goods to be 
transacted) and the velocity of circulation of money, in the same way 
as the demand for freight space is determined by the volume of goods 
to be shipped and the speed of the vessels (pp. 10 and 28). 

The kassaldotheorie concentrates upon the money held by in- 
dividuals and firms at a given moment of time, the quantity of which 
depends not on the velocity of circulation of money but on economic 
motives of the holders. The money requirement is the sum of the cash 
requirements of the individuals and velocity of circulation is the quo- 
tient obtained by dividing the volume of payments (money stream) by 
the average cash holdings (money in circulation). The velocity of 
circulation is determined by the cash requirements and not vice versa. 
It is not, as the bewegings theorists argue, a quality of the money sup- 
ply, but concerns the demand for money. 

It seems to me, however, that Fisher is right in contending that 
there is only a formal difference between the two theories, for an in- 
crease in the ratio of total payments to money in circulation means 
ipso facto that some coins or notes have changed hands more frequent- 
ly. Mr. Holtrop categorically denies, however, that the two theories 
are equivalent. He prefers the kassaldotheorie as the better instru- 
ment for causal analysis, although he admits that both methods neces- 
sarily yield identical results. Alterations of the velocity of circulation 
are always the result of those factors which determine the size of the 
money stream and are not caused independently (p. 111). “There are 
however changes in the size of the money stream which are unim- 


* There is no good English term for the Dutch geldbehoefte and the German 
Geldbedar}, 
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portant for our problem, [the exchange value of money] because they 
are automatically connected with a corresponding change of the com- 
modity stream.”’ If a productive process, which was formerly per- 
formed by one firm, is split up in several stages, money has to change 
hands more frequently, that is to say the money stream will be in- 
creased, but at the same time the commodity stream (volume of trade) 
has grown too (p. 111). 

We may call that . . . . a change in the coefficient of specialization i.e. 
the number of times a commodity has to change hands on the way from 
production to consumption. Insofar as changes of the velocity of circula- 
tion are due to a change of this coefficient, they have no bearing on the prob- 
lem of the purchasing power of money (p. 112). 


Here Mr. Holtrop does not express himself happily. He does not in 
fact hold that an increasing specialization of production has no influ- 
ence on the price level, but rather that, because the demand for money 
has increased, the price level will fall, unless the increasing demand 
for money is offset by an increase in supply, either by an augmentation 
of the stock of money or by a more rapid circulation (revealing inci- 
dentally that it is sometimes useful to conceive of the velocity of cir- 
culation as a supply factor, as the bewegingstheorie does). 

The really decisive -factor is, according to Mr. Holtrop, “the in- 
tensity of the utilization of the circulating capital” (vermogensaan- 
wending) by individual firms, i.e., the ratio of their average cash 
reserve to their money turnover, which is a problem of financing. This 
ratio is in turn determined by the regularity or irregularity of income 
and outlay. In chapters vi and vii, which constitute the most orig- 
inal part of the book, the author discusses in detail the circumstances 
on which the continuity or discontinuity of income and outlay depends, 
the covariation and countervariation in the cash requirements of dif- 
ferent firms, the influence of different types of terms of payments, and 
the effect of the use of all kinds of credit instruments (if they do not 
simply constitute an addition to the money stock, as, e.g., bank de- 
posits). Although some detailed criticism of these chapters suggests 
itself, the main arguments seem to be sound and very illuminating. 

Mr. Holtrop may be congratulated for his admirable study, which 
is a model of a well-balanced monograph. He has succeeded in making 
important new discoveries in a field that seemed to be already wholly 
explored. 

GOTTFRIED HABERLER 

University oF VIENNA 
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The Book of English Law. By Epwarp Jenxs. Boston and 
New York: Houghton Mifflin Co., 1929. Pp. xx-+-460. 
The Development of European Law. By MunroE SmitH. New 

York: Columbia University Press, 1928. Pp. xxvi+-316. 

These books on the law, written by the most competent scholars 
for the non-professional student, are important for all who are inter- 
ested in making the meaning and history of institutions an element in 
the study of economics. Dr. Jenks’ book is a general survey of “the 
principles as distinct from the exceptions” of English law. It is “not 
in the least intended to be ‘useful’ in the commercial sense . . . .” 
but “to make the lay reader, English and foreign, understand that the 
rules of English Law are at once the unconscious expression of the na- 
tional mind and that, at the same time, they exercise a powerful influ- 
ence on the mental attitude, and therefore, on the character and con- 
duct, of the Englishman.” This is the genuine institutional point of 
view, and it goes without saying that the greater part of legal institu- 
tions belong almost as much in the category of the economic. It can 
hardly be questioned that a general acquaintance with jurisprudence 
and legal history is an essential part of any adequate social science 
training, or that the neglect of this requirement is one of the worst de- 
fects in the programs of these sciences in American colleges and uni- 
versities. For society is a mass of institutions as much as it is a mass 
of human individuals, and after language, law is the supreme institu- 
tion. The present book gives much historical information in connec- 
tion with the various divisions and doctrines of the law, but from the 
historical point of view might well be used in connection with the 
author’s well-known Short History of English Law. There are no 
footnote references and the Bibliography fills less than three pages, 
but its usefulness is increased by classification and brief comment. 

By way of criticism, it must be admitted that in reading the book 
one feels that the law is viewed more in its aspect of an implement 
than that of an institution in the more scientific sense. The author is 
after all a compatriot of Hobbes and Locke, Paley and Bentham and 
Spencer, and the treatment is not quite in the spirit of the ideal so 
well stated in the Preface. 

The volume by the late Professor Munroe Smith is remarkable for 
the amount of subject matter presented with clearness and charm in 
limited compass. It bears the subtitle, “A Series of Lectures Delivered 
at Columbia University,” but this calls for some interpretation as the 

, Introduction and fifty-four sections average but a half-dozen small 
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pages and vary in length from two to seventeen. The three Books re- 
late, respectively, to “Early Germanic Law,” “Interpenetration of 
Roman and Germanic Laws,” and “Disintegration and Reintegration 
(887-1500).” It claims only to cover the private law of Western 
Europe within the period indicated, but there is much reference to 
political and social organization and to legal development since the 
Middle Ages. The book gives an exceptionally clear picture of the 
medieval system as a whole. Some of the later sections deal with na- 
tional units, but the emphasis throughout is on the European point of 
view, and on the essential unity in the development of Western Eu- 
rope down to modern times, with some exception for England. The 
one disappointing feature of the work is its failure to give an introduc- 
tion to the literature. In the appended “Literature and References 
for Collateral Reading” the items are chiefly old and given without 
the needed characterization which Dr. Jenks has provided in his book. 
F. H. Knicut 


UNIVERSITY OF CHICAGO 


Trade Associations: The Legal Aspects. By BENJAMIN S. 
KirsH. New York: Central Book Co., 1928. Pp. 271. 


$5.00. 

This book, written by a former special assistant to the United 
States attorney in New York in the prosecution of antitrust cases, en- 
joys the fleeting distinction of being the most recent bound volume on 
the law of trade associations to be presented for consideration. The 
author’s purpose is to provide—for students, lawyers, and trade-asso- 
ciation executives and advisers—an analysis of the legal aspects of 
selected trade-association policies and practices in relation to their eco- 
nomic and business setting. Following an introductory summary of the 
field, successive chapters, arranged apparently by chance, deal with 
statistical activities, uniform cost-accounting, credit bureaus, patent 
interchange, foreign-trade promotion, uniform basing-point systems, 
collective purchasing, standardization, trade relations, and restriction 
of channels of distribution. 

Trade-association law may be approached from at least three an- 
gles: the law as it is, as it is likely to be, and as it ought to be. It is 
doubtful whether this book makes a really significant contribution in 
any of these directions. Its central theme is the “growing necessity for 
co-operative effort in the present-day organization of industrial and 
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commercial enterprise.” But this “growing necessity” has grown so fa- 
miliar in trade-association literature that its constant repetition as an 
accepted formula is beginning to annoy rather than to convince. It isa 
delicate formula; while it must be employed with caution lest it oper- 
ate to prove more than the user cares to have established, an excess of 
restraint will drain it of all vitality. The author seems not always to ap- 
preciate that calculating the exact réle which co-operative activity 
should play in a fundamentally competitive society requires nice bal- 
ancings and adjustments. High hopes which the reader may entertain 
after the first few pages of Mr. Kirsh’s book, and which may recur in- 
termittently throughout the reading, will for the most part prove at the 
close to have been ill founded. Problems are recognized and posed, but 
the attack is not vigorous; the analysis is neither searching nor sus- 
tained. 

On technical points of law Mr. Kirsh seems to this reviewer to be 
on fairly solid ground. A question may be raised as to whether the 
Linseed case is to be interpreted (p. 63) as frowning upon penalties and 
forfeitures per se or only upon those designed to enforce illegal joint ac- 
tion; the latter interpretation is believed to be correct. The author’s 
construction of the Maple Flooring and Cement decisions (p. 20) as 
placing “the burden of proof upon the complaining parties to establish 
that these instruments were being abused in fact, rather than that they 
would necessarily result in abuse,” seems inaccurate; one wonders 
whether the statement clearly expresses the author’s understanding of 
the law. On page 101 Mr. Kirsh takes exception (properly, in the re- 
viewer’s opinion) to the interpretation placed on the force of the Ce- 
ment case with respect to credit interchange by the National Indus- 
trial Conference Board’s Trade Associations; but to avoid confusion 
the reference should be to the second edition, only, of this work. 

In connection with each of the chapter subjects an analysis is 
made of the points on which significant cases arising under antitrust 
prosecutions have turned, and with respect to many of these activities 
the limits of legality are tentatively plotted. The paths in this area, 
however, are frequently so indistinct and conclusions must be so hedged 
about by qualifications that it is dangerous to go much beyond the 
facts of specific hypothesized cases. Indeed, in his Preface, Mr. Kirsh 
asks the reader to note “as he embarks on the voyage of exploration of 
trade association law with the author, that he should not expect a de- 
scription of flora and fauna in some regions in which the author can 
perceive solely the shadowy coastal outlines.” This warning, inciden- 
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tally, suggests that Mr. Kirsh’s tour is not unique; surely most of those 
for whom it is planned have already enjoyed similar journeys. 

In the first half of the book almost incontinent stress is laid upon 
the pronouncements of the Supreme Court in the Maple Flooring and 
Cement cases. They are made to serve both as text and sermon, and 
they constitute obviously the spring from which bubbles the author’s 
confident enthusiasm over the “dynamic” change in the evolution of 
“the legal conception of competition” in response to “the newer eco- 
nomic and business necessities.”” These cases “mark a distinct turning 
point in the judicial attitude concerning trade association activities”; 
they “overcame the great barrier to trade associations which the earlier 
Hardwood and Linseed cases had set up”; they are “basic and epoch- 
al.” It is tempting to speculate on the true import of these cases. 
Whether in the later cases the Supreme Court was looking at sets of 
facts materially different from those involved in the earlier proceedings, 
or whether, consciously or unconsciously, the Court in all of these cases 
looked differently at similar sets of facts, is destined to be the subject 
of long and fruitless debate. The fact remains, however, that some 
such development in judicial attitude was reasonably to be anticipated. 
The law of trade restraint is not new, of course, but its application to 
the activities of trade associations is a phenomenon of comparatively 
recent date and it is not to be supposed in matters so complex that the 
courts will be able to stake out a complete line of policy on the facts 
of one or two—or even four—cases. The “spirit” of the later opinions, 
to be sure, is more tolerant, but even these opinions purport to distin- 
guish the facts of the cases in hand from those of the preceding cases. 
After all, the majority opinion in a 6-3 determination under circum- 
stances such as here prevailed is thin fare upon which to nourish a legal 
“epoch.” It is true that the law in this field is gradually being molded 
to the needs of currently desirable business practice, but it is question- 
able whether the Hardwood and Linseed decisions, viewed in the prop- 
er perspective, in fact militate against this proposition. 

The book is well documented, and liberal use is made of quota- 
tions and excerpts from judicial opinions. It is in some respects an able 
piece of work and should be of substantial service to executives and at- 
torneys as a convenient runway from which to “take off” in coping with 
concrete problems growing out of trade-association practices. In can- 
dor, however, it must be said that Mr. Kirsh does little here which has 
not been as well or better done by others. 

Ben W. Lewis 


Osertin CoLLece 
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The Morris Plan of Industrial Banking. By Peter Herzoc. Chi- 
cago: A. W. Shaw Co., 1928. Pp. x+-126. 

This book, which won the first prize of the Chicago Trust Company 
in 1927, is an uncritical account of the so-called “Morris Plan” of lend- 
ing money on indorsed notes. The author accepts the propaganda put 
out by the Morris Plan promoters at its face value. For example, on 
page 9 occurs this sentence, “ ‘Industrial Banking’ means simply the 
extension of credit, ordinarily in moderate amounts, at legal rates of 
interest”—italics are mine. To this, we must add the statement on 
page 99: “Let it be noted that there is nothing secret or tricky about 
the Morris Plan charges.” On page 22, can be found this statement, 
“Undoubtedly this practice pays in some manner or they would not be 
doing it.” For once the author is rightly suspicious. For the practice 
referred to is the payment of 5 per cent interest to customers who buy 
investment certificates. Now the Morris Plan is mainly a scheme to 
enable the lender to charge more than the ordinary legal or contract 
rates of interest in force in most states. Discounting a man’s note for 
6 per cent plus 2 per cent, the usual Morris Plan rate, at the beginning 
of the year and requiring weekly payments on principal to start im- 
mediately means charging the customer 19.2 per cent on his loan. Any 
lender can increase the rate indefinitely, if he cares to do so, by merely 
discounting the loan at 7 per cent or 8 per cent plus a fee of 3 per cent 
or 4 per cent without the customer being aware of the interest rate which 
he is actually paying. So far as can be ascertained, there is no super- 
vision in any state that would call a halt on this mounting cost to the 
borrower. I do not say that this minimum charge of 19.2 per cent is too 
high. I merely want to point out that this is not the legal rate as most 
people would interpret it, and that the explanation of the ability of the 
Morris Plan Companies to pay 5 per cent on investment certificates 
lies in the charge of 19.2 per cent or more to borrowers. This 19.2 per 
cent rate is also swollen, be it noted, by the practice of imposing a fine 
of five cents for each default in the payment of $1.00 or fraction there- 
of. On delayed instalment payments of $10.00, this would amount to 
an additional charge of $0.50 on each payment. How much it adds to 
the 19.2 per cent rate is not known, but it must net the lender a con- 
siderable amount, as experience elsewhere in the small! loan business 
goes to show that there are regularly a considerable number of borrow- 
ers who either will not or cannot meet their payments on time. 

Other facts in the history of Morris Plan development are also ac- 
cepted in an uncritical and unscientific spirit. The propaganda that 
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made the Morris Plan appear to be an American adaptation of the Eu- 
ropean co-operative credit organizations and of the Scotch banking 
system of making small loans is swallowed almost hook, line, and sinker 
(see chapter ii). The author does note that the early propaganda of 
Mr. Morris underwent a change in 1914. He says on page 29: “When 
the Industrial Finance Corporation was formally organized and began 
operations on June 1, 1914, not only were important changes made in 
its board of directors and financial backers, but instead of being de- 
scribed as a union of business and philanthropy, it was admitted to bea 
purely business venture.” The non-philanthropic character of the 
scheme is borne out by the statement on page 41 regarding the Morris 
Plan Insurance Society, which was organized to insure borrowers. He 
says: “This society is strictly a proprietary company, and there is no 
limit to the profits which may be given its stockholders. Thus far sub- 
stantial returns have been paid them.” In other words, the rates are 
adjusted, not merely to cover losses on loans, but to enable the com- 
pany to make an insurance profit out of those who through necessity are 
forced to borrow money at 19.2 per cent interest. 

In describing the repayment of the loan on page 21, the author 
states: “The borrower does not pay on the loan. He becomes an in- 
vestor in this certificate and applies installments thereto at the rate of 
$1.00 a week for 50 weeks on each Class C certificate subscribed for in 
this manner.” He does not, however, bring out the fact that this is a 
subterfuge to assist in covering up the 19.2 per cent rate charged to 
customers. The sale of something to the borrower has always been a 
common device of high-rate lenders to conceal the charge. 

The author says on page 35: “The extent to which the Morris 
Plan is recognized by the courts today may be seen in the case of the 
Industrial Finance Corporation v. Community Finance Company, et 
al. of 1923.” He might better have said, the extent to which the Morris 
Plan was not recognized, since the opinion cited allowed the appellees 
to use every feature of the Morris Plan. Only the name could not be 
used. This likewise answers the question of the value of the copyrights, 
trade marks, etc., of the Morris Plan. 

Since the author mentions the fact that the Russell Sage Founda- 
tion believes that 3% per cent a month is not an unreasonable rate on 
small loans, it would perhaps have been fairer to have added “‘on loans 
of less than $300.” The average Morris Plan loan is much larger than, 
approximately twice as large as, the average loan of companies oper- 
ating under the Uniform Small Loan Act sponsored by the Russell Sage 
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Foundation. The cost of Morris Plan collection is also much less by 
virtue of the requirement of two indorsers. Moreover, under the uni- 
form law, no fines can be levied on the borrower for slow payment. 

The author has done well to point out that the banks do not supply 
the credit needed for the working-class population. The Morris Plan 
Companies do assist borrowers who cannot, as a rule, obtain accommo- 
dation at the banks, but in the opinion of the writer of this review, the 
method of charging the high rate necessitated by the nature of the 
business is open to question. The concealed rate offers little or no 
financial education to the borrower. The discount plan makes refunds 
for repayment difficult to compute, easy to avoid, and an ideal method 
of exacting usury. The computation of interest on unpaid balances, at 
a named interest rate, is the one successful method of restricting lenders 
to honest tactics and of encouraging borrowers to get out of debt quick- 
ly. The actual rate charged should be clearly shown in every transac- 
tion and a reasonable maximum fixed and enforced by law. 


Louis N. RosBiInson 
SWARTHMORE, Pa. 


Democracy and Finance in China: A Study in the Development 
of Fiscal Systems and Ideals. By KINN WEI SHAW. New 


York: Columbia University Press, 1926. Pp. 215. 


For one interested in the fiscal development of China this is an 
invaluable study; it is undoubtedly the most competent brief survey 
of the subject in the English language and it is doubtful whether its 
equal is to be found in any other language, even the Chinese. In his 
introduction Dr. Shaw discusses the fundamental principles of the 
five basic schools of Chinese fiscal thought: those of Lao Tzii, Mo Ti, 
the Agriculturalists, the Jurists, and Confucius, and shows why from 
the days of the Emperor Wu of the former Han Dynasty to compara- 
tively recent times stagnation has generally prevailed in China as far 
as fiscal study is concerned. Among these are “the influence of 100 
per cent Confucianism and the consequent extreme conservatism 
which prevailed”; lack of public interest in fiscal science as a result 
of the policy of “minimum interference as advocated by the school of 
Lao Tzii” and the adoption of the monopolistic policy of the Jurists; 
the lack of specialized thought and treatment of this science by Chi- 
nese historians and the inability of the people to participate in the de- 
termining of national fiscal policies. 

The body of the work is devoted to outlining and interpreting the 
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fiscal development of China from 2698 B.c. to 1926 A.D. It is to be 
noted that in adopting this chronology the author accepts the ancient 
records of his country at their face value, which most modern his- 
torians, Chinese and non-Chinese, no longer are willing to do. At least 
one thousand years might well have been dropped. The Tsing Tien, 
or public land system, of the pre-Ch’in period; the tribute system of 
the Hsia; the aid system of the Yin; the share system of the Chou; 
the salt and iron monopolistic system of Sang Hung-yang; the land 
nationalization system of Wang Mang; Yang Yen’s system of semi- 
annual land taxation; liquor and tea taxation; the rise of paper cur- 
rency under the Sung, Kin and Yuan dynasties; the land and per- 
sonal service taxes of the Ming and Ch’ing rulers—all are described 
and criticized by Dr. Shaw, as are the effects upon China’s fiscal 
system of development of intercourse with the West from the first 
half of the nineteenth century to the present. 

The concluding section is somewhat general and perforce theoreti- 
cal in nature. Here is to be found the explanation of the author’s in- 
clusion of the term “democracy” in his title. To Democracy both 
knees are bent. In considering necessary reforms in the Chinese tax 
system various factors are analyzed: ethical, economic, sociological, 
regional, political, administrative, technical, and psychological. A 
plea for scientific accounting is included with a harmless necessary ar- 
gument in favor of “enlightened public opinion.” Consummations 
devoutly to be hoped for, if not immediately to be expected. 

A well arranged and fairly adequate bibliography and index are 
included, also a table of Chinese chronology, and an explanation of 
Chinese currency terms, weights, and measures. 


HARLEY FARNSWORTH MACNAIR 
UNIVERSITY OF CHICAGO 


Labor Conditions in Japan. By SHutcHt Harapa. New York: 

Columbia University Press, 1928. Pp. 293. 

Mr. Harada has done a very excellent piece of work in his Labor 
Conditions in Japan. He has been thorough and scholarly, and much 
of the statistical material on labor conditions that he presents is not 
otherwise available in the English language. His book is an outstand- 
ing contribution to the economic literature on Japan and is a dependa- 
ble source for ready reference. 
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The study is divided into two parts. The first gives the economic 
background of Japanese labor and is an excellent summary of Japan’s 
industrial problems. According to the author’s analysis, the nation is 
weak in natural resources and raw materials for industry. Her pres- 
ent industrial structure is not well co-ordinated. The continuance of 
the domestic system side by side with the factory complicates the 
organization of industry. Industry is inefficient, capital is lacking for 
large-scale production, and progress is retarded by the use of out-of- 
date machinery. A wide divergence between the products of the 
industrial system borrowed from the West and the products for home 
consumption leaves modern industry dependent upon foreign markets 
which are both unreliable and uncertain. And raw silk, the major 
product of industrial Japan and the corner stone of the foreign trade, 
is seriously threatened in world-markets by the future of rayon. The 
nation is still essentially agricultural, but the prospect of expansion 
along this line is greatly limited by the already intensive nature of 
cultivation and the high yield of major crops. The food problem is 
becoming serious and social unrest has disturbed the farmers. The 
nation is faced with a severe population problem that neither migra- 
tion nor birth control nor agriculture can be expected to lessen in the 
immediate future. It is therefore to industrialization, as a last hope, 
that Japan has turned for relief from the pressure of her increasing 
numbers. 

The second part of the study presents the conditions of labor 
under the industrial system, the history and character of the Japanese 
labor movement, and the nation’s accomplishments in labor legisla- 
tion. It is more a presentation of fact than an analysis of problems, 
and the major contribution of this section is the making available in 
English of some data that have so far been published only in Japa- 
nese. The first three chapters give the character and distribution of 
the laboring population, the size of industrial establishments, the ex- 
tent of child labor and of female labor in industry, the conditions of 
labor in the factory dormitories, labor turnover and unemployment, 
wages and their failure to meet the cost of living, hours of labor, and 
the international aspect of the eight-hour day. The next two chapters 
take up the labor movement, its size, and the character and fre- 
quency of labor disputes, the history of foreign influences on the 
movement, the influence of the intellectual in the movement, the dis- 
ruption into right, left, and centrist wings, and the recent develop- 
ment of proletarian political parties. The subsequent chapters de- 
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scribe the employers’ attitudes toward labor and the significance of 
the traditional paternalism of feudal Japan in the labor relations of 
the present-day industry, the progress of the nation in labor legisla- 
tion, the government’s attitude toward organized labor and the 
severe restrictions that have been imposed against unionism by the 
government. 

In a final chapter the author summarizes his conclusions and 
makes some suggestions that are more ideal than practical. Starting 
with the premise that the major problem of industrial relations in 
Japan is less one of distribution of profits and more one of produc- 
tivity, he points to the need for a thorough reorganization of industry 
with the emphasis on efficiency, to the lack of co-operation in indus- 
try, and to the need for educating labor in the principles of modern 
industrial organization. His suggestions are for more legislation and 
research—legislation compelling corporations in wage disputes to 
present, upon request from conciliatory labor delegations, a certified 
financial statement of the business; and research by the creation of 
an industrial research bureau, supported by capital, labor, and gov- 
ernment, to study the economics of industry, the productivity of la- 
bor, health, sanitation, industrial welfare, and labor legislation. 

DorotHy J. ORCHARD 

Cotumsia UNIVERSITY 
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